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SECOND REPORT FROM 





The Health Committee is appointed under Standing Order No. 130 to examine the 
expenditure, administration and policy of the Department of Health and associated public bodies. 


The Committee consists of 11 Members. It has a quorum of three. Unless the House 
otherwise orders, all Members nominated to the Committee continue to be members of it for 
the remainder of the Parliament. 


The Committee has power: 


(a) 
(b) 
(c) 


(d) 


to send for persons, papers and records, to sit notwithstanding any adjournment of the 
House, to adjourn from place to place, and to report from time to time; 

to appoint specialist advisers either to supply information which is not readily 
available or to elucidate matters of complexity within the Committee’s order of reference; 
to communicate to any other committee appointed under the same Standing Order 
(or to the Committee of Public Accounts and to the Deregulation Committee) its evidence 
and any other documents relating to matters of common interest; 

to meet concurrently with any other such committee for the purposes of deliberating, 
taking evidence, or considering draft reports. 


The membership of the Committee since its nomination on 13 July 1992 has been as follows: 


Mrs Marion Roe was elected Chairman on 15 July 1992 


Mr John Austin-Walker (added 12.12.94) 

Mr Michael Bates (added 6.12.93 and discharged 27.6.94) 
Mr Hugh Bayley (added 26.10.92) 

Mr Roland Boyes (discharged 26.10.92) 

Mr James Clappison (discharged 24.1.94) 

Mr David Congdon 

Mr Iain Duncan Smith (added 24.1.94 and discharged 10.7.95) 
Mr Jonathan Evans (added 27.6.94 and discharged 28.11.94) 
Mr David Hinchliffe (discharged 26.10.92) 

Tessa Jowell (added 26.10.92 and discharged 12.12.94) 
Mr Robert Key (added 28.11.94 and discharged 1.5.95) 
Mrs Jacqui Lait (discharged 6.12.93) 

Alice Mahon 

Lady Olga Maitland (added 10.6.96) 

Mr John Marshall (added 10.7.95) 

Sir Roger Sims 

Rev Martin Smyth 

Mr Richard Spring (added 1.5.95 and discharged 10.6.96) 
Mr Michael Trend (discharged 5.7.93) 

Mr John Whittingdale (added 5.7.93) 

Audrey Wise 
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MINUTES OF EVIDENCE 


TAKEN BEFORE THE HEALTH COMMITTEE 
THURSDAY 22 JUNE 1995 
Members present: 


Mrs Marion Roe, in the Chair 


Mr Hugh Bayley Mr Roger Sims 
Mr David Congdon Rev Martin Smyth 
Alice Mahon Audrey Wise 


Paper prepared by Mr Stuart Peacock, York Health Economics Consortium 
and Mr Peter Smith, Department of Economics, University of York* [PE 2] 


THE RESOURCE ALLOCATION CONSEQUENCES OF THE NEw NHS NEeEpDs FORMULA 


ABSTRACT 


The NHS Executive has recently implemented modifications to the weighted capitation formula for 
distributing Hospital and Community Health Service funds to health authorities in England. A major 
contribution to the changes was an analysis of the relative needs of geographical areas undertaken by a team 
of researchers from the University of York. That work investigated the link between social and economic 
circumstances and the use of NHS inpatient facilities, and resulted in the development of separate needs 
indices for acute and psychiatric inpatient services. This report first documents the resource allocation 
consequences of each of these indices, and finds that the acute index is slightly more redistributive than the 
previous formula, and that the psychiatric index is very much more redistributive, in particular redirecting 
resources into the inner cities. 


In implementing the work, the Department of Health had to make a judgement about which needs index 
to use for distributing funds not relating to inpatient use. In the event, they have chosen to allocate 64 per 
cent of the total budget according to the acute index, 12 per cent according to the psychiatric index, and 24 
per cent according to no needs index. The report notes that the use of no needs weighting for such a large 
block of services, which includes community and mental handicap services, can be challenged. It illustrates 
the importance of the issue by comparing the Department’s preferred formula with an alternative, in which 
the 24 per cent is allocated using the York acute index. It is found that this option would redirect amounts 
of up to five per cent away from the home counties towards the inner cities. While not necessarily advocating 
this change, the report argues that the large sums involved highlight the urgent necessity for research on the 
relative need for health care in non-inpatient services. 


INTRODUCTION 


The NHS Executive has recently implemented modifications to the weighted capitation formula for 
distributing Hospital and Community Health Service funds in England (NHS Executive, 1994a). A major 
contribution to the changes was some technical work commissioned by the Executive from a team of 
statisticians and health economists at the University of York (Carr-Hill et al, 1994). The purpose of this report 
is to examine the resource allocation implications of the needs weighting implicit in the new formula. It starts 
with the background to the work, and describes the resource allocation models developed at the University 
of York. The report then examines the method in which the work has been implemented by the Department 
of Health, and the geographical resource allocations arising from the chosen implementation. The report ends 
with some concluding comments. 


A LITTLE BACKGROUND 


The Hospital and Community Health Services (HCHS) accounts for about 77 per cent of total NHS 
expenditure in England (£21.4 billion in 1992-93). About £18 billion of the HCHS budget is distributed to 
Health Authorities by means of various formulae (Mays and Bevan, 1987). From 1976 to 1990 this total was 
distributed to the 14 Regional Health Authorities by means of the formula devised by the Resource 
Allocation Working Party (RAWP). The RAWP formula allocated funds on the basis of population, adjusted 
for variations in age structure, health needs and costs (Department of Health and Social Security, 1976). The 


The cost of printing and publishing these Minutes of Evidence is estimated by HMSO at £2,110. 
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most debated aspect of the RAWP formula was the use of condition-specific standarised mortality ratios 
(SMRs) as the basis for the health needs adjustment. A variety of methods was used to distribute funds to 
District Health Authorities within Regions, but most were variants of the RAWP model. 


In 1990 the RAWP formula was replaced by a simpler formula, based on an empirical analysis of hospital 
utilisation data (Royston et al, 1992). The principal change was the use of the square root of the all causes 
SMR for those aged under 75 as the basis for the needs adjustment for allocations to Regions. This empirically 
based formula was the subject of considerable criticism (Sheldon and Carr-Hill, 1992). Again, a variety of 
methods were used at the sub-regional level, in some cases quite different to the national model. 


In April 1995 the national formula was again changed. The health needs component of the new formula 
is based on a new empirical analysis by a team from the University of York, the details of which are reported 
elsewhere (Carr-Hill et al, 1994). This report offers a brief summary of the new system, and examines the 
geographical distribution of HCHS funds arising from the use of the York needs index. 


THE PRINCIPLES OF RESOURCE ALLOCATION 


None of the principles underlying NHS resource allocation has been changed by the revised system. These 
remain that the basis for a health authority’s allocation should be its population, weighted for three factors: 
the age structure of the population; its health “needs”, over and above any age considerations; and the local 
costs of delivering services. The weighted population WP of an authority is calculated as: 


WP = POP* (J + a)*(1 + n)*(1 + ¢) 


where POP is the authority’s unweighted population (as estimated by OPCS), a is the authority’s age 
adjustment, n is its needs adjustment, and c its relative cost adjustment. The national average levels of a, n 
and ¢ are zero. 


The first thing to note is that each of the three adjustments is treated independently. An area can have a 
relatively young population, leading to a negative value of a. At the same time—given its young population— 
it might nevertheless have high morbidity, leading to a positive value of n. Finally, depending on local labour 
and capital costs, it might have either a negative or a positive cost adjustment factor c. Therefore, any one 
authority can have some parts of the formula working to increase its revenue share, while other parts serve 
to depress it. 


For example, consider an authority with a relatively young population, for which per capita health care 
needs are estimated to be four per cent below the national average. This leads to an age weighting of 0.96. 
However—given its age structure—the authority has a relatively needy population, with morbidity 11 per 
cent above the national average. This leads to a needs weighting of 1.11. Finally, the authority is in a part of 
the county where the purchase of a given package of health care is estimated to be 15 per cent above the 
national average. This leads to a cost weighting of 1.15. The approximate net effect of these three 
considerations is to give each person in the authority a weighting of 0.96 x 1.11 x 1.15 =1.225. That is, for 
every person in the population, the authority will receive about 22.5 per cent more than the national average 
per capita allocation. Hence the expression, weighted capitation. 


Finally—a point we return to at the end of the report—it is important to keep in mind that the weighted 
populations only indicate targets towards which revenue shares might be expected to converge over the years. 
Actual allocations will move towards targets at a speed determined by the Government. 


The NHS Executive report gives details of the three adjustments. This report concentrates on the needs 
adjustment, and examines the extent to which the new needs indices affect resource allocations to individual 
District Health Authorities. 


THE NEEDS ADJUSTMENT 


The needs adjustment was the part of the new system examined by the York team. Until April 1995, 
allocations to Regions used the square root of the under-75 SMR as the basis for calculating a needs 
adjustment for all specialties. The York study has resulted in major alterations to this system. It sought to 
identify the link between a set of needs indicators and NHS inpatient utilisation, using the best available data 
and addressing some of the statistical limitations of the work on which the previous formula was based. 


The basis of the York study was a large set of data measuring NHS utilisation, health care supply, health 
status, and socio-economic conditions in about 5,000 small areas covering the whole of England. The first 
purpose of our work was to identify indicators of health status and social factors which appeared to be 
correlated with inpatient utilisation. To do this, we needed to control for the possible confounding effect of 
the supply of health care facilities on NHS utilisation. Having identified unambiguous needs indicators, we 
then estimated the link between them and NHS inpatient utilisation. 
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One of the most important steps was the decision to consider acute and non-acute specialties separately. 
This was done because we believed that the determinants of utilisation in these very different groups of 
specialties might themselves be different (and this was confirmed in the subsequent empirical analysis). The 
outcome was two models, one for acute services and one for psychiatric services, containing the variables 
shown in Tables 1 and 2. We found it impossible to develop a satisfactory model for mental handicap. The 
model we developed for geriatrics was also rather feeble, and the inclusion of geriatrics in the acute sector 
was found to affect the acute model very little. 


Table 1 
The York acute model 


Acute needs variable 





Standardised limiting long standing illness ratio (under 75) 
Standardised mortality ratio (under 75) 

Proportion of economically active who are unemployed 
Proportion of pensionable age living alone 

Proportion of dependants in single carer households 





(source: Carr-Hill et al, 1994) 


Table 2 
The York psychiatric model 


Psychiatric needs variables 





Proportion born in New Commonwealth 
Proportion of pensionable age living alone 
Proportion of persons in lone parent families 
Proportion of dependants with no carer 
Proportion of adult population permanently sick 
Standardised mortality ration (under 75) 


(source: Carr-Hill et al, 1994) 


As can be seen from the Tables, the models contain a range of health and social variables which appear to be 
plausible determinants of utilisation. The most noteworthy features are the strong importance of self reported 
illness amongst those aged under 75 in the acute model, and the continued presence of the under 75 
standardised mortality ration (SMR) in both models. The proportion of elderly people living alone was also 
found to be a strong determinant of utilisation, and appears in both models. 


We considered many alternative measures of health status and social conditions. It is important to 
recognise that just because they were not explicitly included in our recommended models does not mean that 
they are ignored. It is likely that they are—to a greater or lesser extent—correlated with the chosen factors, 
and so their impact may well be accounted for in the model. So, for example, although substandard housing 
conditions do not appear in either index, these might be highly correlated with (say) the “elderly living alone” 
variable, and so their impact will—to the extent of that correlation—be captured in the models. In practice 
we consider it unlikely that our models fail to capture any major dimension of measured needs. 


The chosen models, represent national average links between needs indicators and utilisation, and can 
therefore be used to predict the level of inpatient utilisation that would occur in an area if it had a national 
average level of supply, and responded to needs—in the form of inpatient utilisation—in the national average 
manner. It is these predictions that are used as the basis for the needs adjustments n. 


THE IMPLEMENTATION 


Our work was based on utilisation of NHS inpatient facilities, which comprise about 45 per cent of the 
Hospital and Community Health Services. In implementing our work, the Department of Health had to 
decide which needs model to apply to the various other programmes which make up the remainder of 
HCHS—for example, outpatient and day case services, mental handicap services, community services and 
maternity services. 


In the event, the Department has chosen to disaggregate total HCHS activity into three categories: an acute 
sector, which includes acute inpatients and outpatients, geriatrics, ambulance services and maternity, and 
represents 64 per cent of expenditure; a psychiatric sector (including psychiatric inpatients and outpatients 
and community services) which represents 12 per cent of expenditure; and an other sector, representing 24 
per cent of expenditure. The acute model is used to distribute the acute block of funds and the psychiatric 
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model is used to distribute the psychiatric block. The Department has chosen to apply no needs weighting at 
all to the “other” block, which is comprised of mental handicap, general community services, other hospital 
and administrative services, and a miscellany of smaller items. The details of the three blocks are shown in 
Table 3. The decision to disaggregate the HCHS budget in this way should be seen in the light of the previous 
system, in which the “square root of under-75 SMR” was applied to the entire HCHS budget. 


Table 3 


HCHS expenditure disaggregated by programme 





Health programme 1992-93 
Expenditure 
£ per head % 

Acute inpatients 150.87 35.19 
Acute oupatients 52.06 12.35 
Obstetric aise uit 18.09 4.29 
Geriatric inpatients... oN 31.67 7.51 
Geriatric and YD outpatients 0.92 0.22 
Non-psychiatric day patients 2.26 0.54 
Ambulance ... ¥ ne 10.15 2.41 
Community maternity 2.86 0.68 
Total general and acute weight 268.88 63.78 
Mental illness inpatients 36.81 8.73 
Mental illness outpatients ... 3.21 0.76 
Psychiatric day patients 4.07 0.97 
Community mental illness ... 5.27 1.25 
Total psychiatric weight 49.36 blew 
Chiropody ... ae Ks 179 0.42 
Mental handicap IP and OP 18.21 4.32 
Family planning ... ” oo sa ee ae wt he 1.17 0.28 
Immunisation and surveillance... eh ges aie ae his 5.50 1.30 
Screening... a dl val ee L: Ae as we 1.48 0.35 
Professional advices and support ... ‘a ss wie as oe 5.91 1.40 
General community patient care ... et ye dua ihe ee 16.58 RL 
Community mental handicap... Ya a a oe swe 3.94 0.93 
Health promotion ... es as a a. a, a4 Ae 1.76 0.42 
Community dental ... We a if He Ths Kt), 24 2.07 0.49 
Services to GPs under open access ae He an of; Bs 5.33 1.26 
Other community health ... a eet oH yh wu aoe 6.59 1.56 
Other hospital at #3 5 Bs a Si aid Ny 17.75 4.21 
Administrative bee. 2: Rs Jy ihe ee eS in 15.26 3.62 
Total no need weight ic ot Wy 25 ac Gy: bad 103.34 24.51 
All Hospital and Community Health M He, ae ing rm! 421.59 100.00 





(source: NHS Executive, 1994a) 


THE IMPLICATIONS 


Assessing the impact on District allocations of the new needs indices is complicated by two factors. First, 
the previous system allocated funds to Regions, who adopted a variety of methods for allocating to Districts. 
And second, Districts’ actual allocations may have been different to the targets implied by the Regional 
allocation formulae. Consequently, it is necessary to make some judgement as to the most appropriate 
benchmark against which to assess the impact of the new needs indices. 


We choose to ignore the Regional tier, and assess the impact of the new arrangements on Districts directly, 
compared with the use of the square root of the SMR (under 75). There is no suggestion that previous 
allocations were in accordance with this. use of the SMR. Therefore, our results are intended simply to 
highlight the geographical implications of the new formula compared to the old, without considering actual 
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previous allocations. Thus we compare the impact of the York indices applied direct to Districts with the 
previous formula applied direct to Districts. We consider only the impact of the needs element of the new 
formula, and do not consider the other aspects of the allocation mechanism: age and market forces. It is 
important to bear in mind that these further considerations will also have important bearings on Districts’ 
targets under the new arrangements. 


In doing so, we have chosen to use the data on which our original study was based, rather than the District 
level data made available by the NHS Executive (1994b). This decision has two benefits. First, it provides an 
independent check of the NHS data. And second, it allows us to examine the new needs indices at a more 
disaggregated level. In practice, we found little difference between the two datasets. The major ones were the 
updated population and SMR data used by the NHS Executive. However, use of our dataset enables us to 
present results for the 186 District Health Authorities as constituted in April 1992. Since that time, a number 
of Districts have merged. The implications for the new larger Districts can be estimated by taking an average 
of the constituent previous Districts, weighted by population. 


Throughout, we show the impact of the various needs indices as a percentage of the national average per 
capita. Thus the national per capita average is 100, and a figure of (say) 113.7 implies that the District would 
get 13.7 per cent more than the national average if the associated needs index were used. The full results of 
our analysis are shown in the Appendix, where we emphasise that the figures given here must be treated as 
illustrative rather than definitive. Our discussion focuses on the most extreme Districts. 


The use of the square root of SMR (under 75) implied needs ranging from 123 per cent of the national 
average in Central Manchester to 87 per cent of the national average in South West Surrey. The lowest and 
highest needs areas under this index are shown in Table 4. 


Table 4 
Relative need using the square root of the SMR (under 75) 








Top 10 Value Bottom 10 Value 
Central Manchester ne es LF AO A East Hertfordshire pis Ae Meg 89.9 
North Manchester sae ee Be fA ip Mid Surrey : 89.9 
Salford... se st ie sgn d ws 5 West Surrey and North East Hampshire 89.9 
Liverpool ... se) ae she rastae ah ee East Dorset owe 89.6 
Sunderland ote ee of oe) wae de Cambridge Af: Ws My mee 89.6 
Camberwell a ag: ae er es ae Eastbourne ay hs pe “he 89.6 
City and Hackney yp we vat, Caley Wycombe ... ey os Ae hee 89.2 
Tower Hamlets... ae ps span a eae: Huntingdon we phe a bs 89.0 
South Tees Wa in Wwe Weta North West Surrey ‘a in as 89.0 
Hartlepool... A a ny PAST E22 South West Surrey i € oN vi 86.8 





Table 5 shows that the York acute model identifies similar Districts as being most and least needy. 
However, it is slightly more redistributive, in the sense that the index for Central Manchester has increased 
to 130 per cent, while that for South West Surrey has declined to 84 per cent. The lowest needs District is now 
Mid Surrey. Use of the new acute index in preference to the previous SMR index therefore results in modest 
swings in allocations from low needs to high needs areas. 
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Table 5 


Relative need using the York acute index 








Top 10 Value Bottom 10 Value 
Central Manchester + at infoah 12977 Tunbridge Wells ... oii v& se 86.3 
North Manchester ie is o.)) A284 East Hertfordshire ech bos iad 86.3 
Liverpool .. Ge “sé Le LU. oehad:s Basingstoke 7 ne Biss es 86.0 
City and Hackney io es as FAS West Berkshire... -h ra *% 85.6 
Sunderland B a hs heer 20:3 East Surrey : 84.9 
Salford... rd cua “A sdaren] 18a West Surrey and North East Hampshire 84.7 
Durham ... oe sok Hel ce ebSet North West Surrey be da sd 84.5 
Barnsley... : ve ee gil tA South West Surrey a Fes a 83.6 
St. Helens and Knowsley se aT be ph) Wycombe ... es) al ae ae 83.2 
Tower Hamlets... the sid ean EA, Mid Surrey “fe me ay mie 82.2 


In contrast, Table 6 shows that the psychiatric model is strongly redistributive, drawing a very sharp 
distinction between areas with high needs (predominantly the inner cities) and the shire areas. Central 
Manchester has more than double the national average level of psychiatric need, and three times that of the 
lowest need District (Huntingdon). 


Table 6 
Relative need using the York psychiatric index 





Top 10 Value Bottom 10 Value 
Central Manchester 4 aA see weer West Suffolk Pr a ahs ag 69.7 
North Manchester ae a aE PA Tunbridge Wells ... rg be Pp 69.0 
City and Hackney ae a4 Mae bh te) East Hertfordshire ee we a 68.7 
Bloomsbury and Islington sae creed Ll Winchester re as ie oe 68.4 
Camberwell Pa ee be sc gee dd Mid Essex .. bts A oh ve 67.1 
West Lambeth ... ane ee ouieat el OSes South West Surrey i bs ap 67.1 
Tower Hamlets... st 3 tie aa ROE Wycombe .. Ry ty 3 we 65.9 
West Birmingham Ps *e Tig es Basingstoke 63.9 
Newham ... a Suman m8 West Surrey and North East Hampshire 63.7 
Lewisham/North Southwark i PRP be) #3 Huntingdon a" 63.4 


As noted above, in implementing the York indices, the Department of Health has chosen to apply a weight 
of 0.64 to the acute index, 0.12 to the psychiatric index, and 0.24 to no needs index (effectively an index of 
100 for every District in England). For example, in Central Manchester, the Department formula results in 
a combined index of: 

129.7 x 0.64 + 208.1 x 0.12 + 100.0 x 0.24 = 132.0 


Full details of the needs weights implied by this composite formula are shown in the Appendix. From the 
perspective of this report, the principal interest is in the gainers and losers relative to the previous SMR index. 
The most extreme Districts are shown in Table 7, which confirms that use of the new formula results in 
substantial gains for inner city areas (in particular inner London) at the expense of shire areas. Loosely 
speaking, gaining areas experience an SMR which is low relative to its health care needs, while losing areas 
experience an SMR which overstates their health care needs. 
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Table 7 


Gains from chosen Department of Health formula relative to SMR formula 








Top 10 Gain % Bottom 10 Gain % 
Haringey ... raf me Pa Soo East Surrey af d fe a te Fea WE 
City and Hackney _ 7 said th 9:51 Northallerton _... ot ih a 
Bloomsbury and Islington at, ah 8.73 Mid Surrey ad “it ee .. —4.96 
Central Manchester oy Bhs ae 7.56 Basingstoke “n fore as sade ADS 
Newham ... ; se sia ” 6.70 Scunthorpe neg ee et peta OS 
North Manchester. seis ects sal 6.57 Aylesbury ... y si oe 2k a Noe 
West Lambeth _... ae ae he 6.52 East Cumbria _... ap ch cod Saale 
Tower Hamlets... te az a 6.51 Mid Staffordshire... ss cv PRET a af 
Parkside ... set ct Ss an 6.45 Northampton _... wl a ahd acre | 
Hampstead af ne ~ a 6.15 West Cumbria __... ae pet ott an ee 








The decision by the Department of Health to apply no needs weighting to 24 per cent of HCHS expenditure 
is likely to be a controversial feature of the new formula. For example, it can be argued that the “community”, 
“other hospital” and “administrative” categories of expenditure in Table 3 are likely to be proportional to 
hospital use—as indicated by our needs indices—rather than proportional to crude population. In the 
absence of any more persuasive evidence, therefore, it can be argued that use of the one or both of the York 
needs indices may be preferable to using no needs weighting for these categories. Similarly, although there is 
no evidence that the prevalence of mental handicap is associated with social conditions, it is plausible to 
suggest that the resource implications of mental handicap for the NHS are highest in areas with high levels 
of poverty. For example, carers in more affluent areas may be able to make greater use of private provision. 


Clearly there is room for debate about how to weight the 24 per cent (and indeed about how to weight 
services such as geriatrics and maternity which are currently given the acute weight). In order to illustrate the 
importance of this issue, we have chosen to present revised estimates of needs, in which the Department of 
Health formula has been amended so that the 24 per cent of expenditure allocated with no needs weighting 
is instead weighted by the York acute index. That is, 88 per cent of HCHS expenditure is now allocated 
according to the York acute model and 12 per cent according to the psychiatric model. We call this the “full” 
needs formula. To return to our previous example, the Central Manchester needs index becomes: 


129.7 x 0.88 + 208.1 x 0.12 = 139.1 


This calculation allows us to estimate the impact of the policy decision to apply zero needs weighting to 24 
per cent of expenditure. The Department of Health index gives a needs score of 132.0 to Greater Manchester, 
5.1 per cent lower than the full needs index. The most extreme gainers and losers from the policy are shown 
in Table 8. 


Table 8 


Gains from chosen Department of Health formula relative to “full” needs formula 





Top 10 Gain % Bottom 10 Gain % 
Mid Surrey nea a oe ee 5.26 North West Durham _... ee ASR Np Corgi Be 
Wycombe ... = — zt 4.97 St. Helens and Knowsley eg Pee oe 
South West Surrey : 4.82 Salford... te af oa Pappas) 4, 
West Surrey and North East Hampshire 4.47 Barnsley ... 1 sie a ee ey BN 
North West Surrey al ; 4.46 Durham ... te? ae Ae Taree 
East Surrey ae - os i 4.34 City and Hackney _ ald «is eS 
West Berkshire... ae he a 4.13 Sunderland yey eee seal Scalable 
Basingstoke Ses a ae om 4.03 Liverpool .. , ee we ib Aca 
East Hertfordshire 5 os ae 3.91 North Manchester oe me Sind aa 
Tunbridge Wells ... ke - ate 3.90 Central Manchester bis —e cerita nee 
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CONCLUSIONS 


This report has sought to shed light on the redistributive effects of the new formula for distributing HCHS 
funds to health authorities. It has shown that the new acute model is slightly more redistributive than the 
previous formula, and that the new psychiatric model is very much more redistributive. The decision of the 
Department of Health to apply a zero needs weight to 24 per cent of expenditure considerably dilutes the 
redistributive impact of the new formula. The treatment of this “other” block of services is therefore of crucial 
importance. We would not suggest that use of the acute model to allocate the problematic 24 per cent is 
necessarily appropriate. For example, some of the services may be better allocated using the psychiatric 
model, which would result in even larger swings to those shown in Table 8. Or the zero weighting may indeed 
be more suitable for some services. However, the large swings shown in the Table do highlight the sensitivity 
of allocations to how the 24 per cent is treated. There is clearly an urgent need for research on determinants 
of need in this large block of services. 


As noted above, all this analysis refers to targets to which Districts will be expected to converge over a 
number of years. Much depends in the speed at which Ministers choose to phase in the new formula. In fact, 
they can hardly be said to be implementing the new arrangements zealously. The new Regional allocations 
are simply a 3.55 per cent cash increase on the previous year’s, and therefore make no acknowledgement of 
the new formula (NHS Executive, 1994b). At the sub-regional level, however, the new Regions do appear to 
be adopting the new needs formula, and there is widespread evidence that Districts are using the implied 
targets in strategic planning. 


The new arrangements can therefore be seen to be driven very much by policy choices, such as the 
percentage of the cake to allocate with our needs indices, the decision to move towards allocations direct to 
Districts, and the speed at which the new system is phased in. The role of the York study was to inform just 
a part of this process with what we consider to be the best scientific evidence available. However, it must be 
recognised that—in the end—the resource allocation is inevitably highly political. What matters is that the 
basis of the political choices is completely understood so that it can be debated in an informed manner. In 
this respect, we welcome the decision of the NHS Executive to make the data underlying the new 
arrangements readily available. 


The resource allocation issue is highly important to the National Health Service for a number of reasons. 
The most obvious consideration is simply that a good mechanism will secure a fair allocation of resources, 
in line with the founding principles of the NHS. Quite apart from fairness, however, it is also inefficient to 
misdirect resources towards areas that can make less good use of the funds than areas deprived of funds. And 
it is important for the NHS as a whole that all areas suffer equal pain from cash limits applied to the service. 
In that way, all Members of Parliament can expect to get their fair share of complaints from constituents, 
and the government of the day may therefore receive accurate messages about the electorate’s preferred level 
of overall funding for the NHS. 
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APPENDIX 


RESOURCE ALLOCATIONS TO 1992 DistRICT HEALTH AUTHORITIES 


This appendix lists our estimates of the resource consequences of various models of health care needs, as 
described in the main text. The Units of analysis are the 186 District Health Authorities as at April 1992. The 
Tables show the impact of the various indices as a percentage of the national average per capita. Thus the 
national per capita average is 100, and a figure of (say) 113.7 implies that the District would get 13.7 per cent 
more than the national average if the associated needs index were used. 


For each needs index, the total mid-1991 population for a District, as estimated by the Office of Population 
Censuses and Surveys (OPCS), is multiplied by the index for that District. The resultant numbers are rescaled 
so that across the country they sum to the total population of England. This gives a needs-adjusted population 
for each District. The data reported here are the needs-adjusted populations as a percentage of the unadjusted 
populations. 


We should emphasize that our data may be slightly different to those used by the NHS Executive (1995). 
These differences are not substantial. However, it is important to treat the figures reported here as illustrative 
of the broad order of magnitude of various choices rather than as definitive. 


The definition of the columns is as follows. 


(a) This column gives the per capita allocations if resources were allocated according to the square root 
of the Standardized Mortality Ratio (SMR) for those aged under 75. The SMR used is that for the 
three years 1990-92, as supplied by OPCS. 


(b) This column gives the per capita allocations if resources were allocated according to the York acute 
index, described in Table 1 of the main text. The SMR used is that described above. The remaining 
items were derived from the 1991 Census of Population, as detailed in Carr-Hill et al (1994). 


(c) This column gives the per capita allocations if resources were allocated according to the York 
p 
psychiatric model, described in Table 2 of the main text. Data sources are as for (b). 


(d) This column gives the per capita allocations if resources were allocated according to the Department 
of Health methods. These entailed a weighted average of the York acute model (64 per cent), the 
York psychiatric model (12 per cent), and no needs adjustment (24 per cent). It is therefore 
calculated as [0.64 times column (b)] plus [0.12 times column (c)] plus 24. 


(e) This column gives the percentage gain to the District implied by the new Department of Health 
methods compared to the use of the square root of SMR (under 75). It is calculated as the percentage 
increase from (a) to (d). 


(f) This column gives the per capita allocations if resources were allocated according to a variant of the 
Department of Health methods in which the 24 per cent of funds currently not weighted for need 
were instead weighted according to the York acute model. It has the effect of yielding a weighted 
average of the York acute model (88 per cent) and the York psychiatric model (12 per cent). It is 
therefore calculated as [0.88 times column (b)] plus [0.12 times column (c)]. 


(g) This column gives the percentage gain to the District implied by the “full” needs weighting, 
compared to the use of the square root of SMR (under 75). It is calculated as the percentage increase 
from (a) to (f). 


(h) This column gives the percentage gain to the District implied by the Department of Health choice 
of method compared to the “full” needs formula. It is calculated as the percentage increase from 
column (f) to column (d). 





Health Authority Square York York DoH Gain “Full” — Gain Gain 

root acute mental formula from needs _— from from 

SMR_ model _ illness (a) to formula (a) to DoH 

under model (d) (f) choice 

75 % % % 

(a) (b) (c) (d) (e) (f) (g) (h) 
A01 Hartlepool A222 PT U7? 193) 11921 0.84 117.3 455 —3.54 
A02 North Tees 11035, Ube Sib 10008 er lgdly TLDS frsye > — 2105 
A03 South Tees 112.2 117.0 128.4 114.3 186 118.4 See Oe SHES 
A04 East Cumbria 101.6 97.5 81.9 96,2; 5,29 95.6-°F 25.88 0.63 
A05 South Cumbria 100.4 97.8 83.1 96.6) °"— 3,82 96.0 —4.35 0.55 
A06 West Cumbria 109.8 105.7 SU Gee T02 Sa ven G.63, » 103.9. .°—Ss 88h — Ns2 
A07 Darlington 106.1 yP105,7 105,55 2700 1 Oe 1 RE 8105.5. a Og9e 130 
A08 Durham 109.0 118.4 115.9 113.7 4.30 118.1 8.35. —3.74 
A09 North West Durham eee SEO AV Z 146 116.3 Se =~ 3.55 


A10 South West Durham 111.4 117.1 1124 112.4 0.93 116.5 4.61 a)" 
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Health Authority Square York York DoH Gain “Full” — Gain Gain 
root acute mental formula from needs _—_— from from 
SMR_ model _ illness (a) to formula (a) to DoH 
under model (d) (f) choice 
75 % % % 
(a) (b) (c) (d) (e) (f) (g) (h) 
All Northumberland 102.5 103.1 92.99 e10h1e % Sef 33a7 AOL Rootes! —0.73 
Al2 Gateshead LUT 6 116.6 22.3 Ls ee Paget FF pe 3.0927 == 3:40 
Al3 Newcastle-upon-Tyne TUL Oe). Go 14.0.0 9 bad 3,18 peboe 6.52. —3.14 
Al4 North Tyneside 107.8 110.9 114.0 108.7 0.79 "111.3 Diet SS 
A15 South Tyneside T1007 816.0) Viz) ie lio 2 We Me le, G.0/ ay see 7, 
Al6 Sunderland PE3.40 Shi 20.0 - 120.) eee 2.44 121.0 6.74 —4.02 
B12 Hull 105.8 109.9 106.4 107.1 1.23» 109.5 3.484217 
B13 East Yorkshire 94.0 91.4 70.8 9L.O ai 733120 88.9  —5.40 Ba2 
B14 Grimsby 105.5 104.5 91.8... 101.94 4-°3.42.% 9103.0) 8 oe 2.39 eet .05 
B15 Scunthorpe 104.5 101.4 85.7 99.212 = 5,09 99.5 «20 Atb ower 034 
B22 Northallerton 95.5 91.1 70.6 90.3 9r—4.95 SOG eu ve are 2.41 
B23 York 96.6 94.2 80.4 939 nia 256 92.5 wa. 4.20 1.50 
B24 Scarborough 95.4 95.8 81.1 95.0! wit 0.37 94.0 —1.43 1.07 
B25 Harrogate 96.2 91.1 80.1 91.9.  —4.45 89.8 —6.67 2.38 
B32 Bradford Lb 3) 6115405139. 0s 20 0.66 114.8 34 aaa A0 
B33 Airedale 98.3 96.0 95.0 96.8 —1.49 95 0 ea 1.00 
B42 Calderdale 106-95" 105 42°" TAS" A035 25 te wed 50 et 00rd coat Ons ode 
B52 Huddersfield 102.9 1024 115.6 103.4 0.49 104.0 AG) ga MESH ay 
B53 Dewsbury 106.1 4a9405.2:, ) EL7.3% A 0SAes5—0:664) L067 0.3205 3117 
B61 Leeds 104.2 105.0 118.2 105.4 1.14 106.6 22960. —1.13 
B72 Wakefield 106.8. 104.7. 103.2... 103.4. —3.19 . 104.5  —2.13. = 1.08 
B73 Pontefract IOS See LO. sO Se Lick 160 114.9 es spate aes ie be 
C01 North Derbyshire ULE eect f pane 82.3 995) = ae) 100-1 = 7.52" | 00 
C02 South Derbyshire 101.9 100.2 95.6 99.67 2:20 pb A ste Cadre 6 3 — 0.05 
C03 Leicestershire 96.2 94.6 97.2 96.2 0.01 949 —1.34 i337 
C04 North Lincolnshire 99.1 99.5 86.3 98:0 107 OT. Diy AD 0.12 
C05 South Lincolnshire 98.0 95.7 78.2 94.6 —3.44 93.6  —4.49 1.10 
C06 Bassetlaw 103.4 104.8 90.1 221019 $= 1.471003 0 oO SB Beet 2 
C07 Central Notts 101.4 106.3 89.8 102.8 1.39 104.3 2.085" ven AS 
C08 Nottingham 100.6 102.6 107.9 102.6 2.00 ree 2002 FOOD 
C09 Barnsley 10S. 5 TTS 106.3, L128 3.48 116.6 TOD SST 
C10 Doncaster 105.0? §. “FL 2°97" S708 FE 02 4.03 112.3 O98 7 ~276 
Cll Rotherham 105/1% 4112959 T0516" 110827 3.40 111.7 G25 i= 269 
C12 Sheffield 104.0 109.5 120.9 108.6 4.41 110.9 6.60  —2.06 
D01 Cambridge 89.6 87.9 73.6 89.1 = 0.57 S658 priate a1 
D02 Peterborough 98.6 98.6 96.1 98.6 0.04 98.3 —0.30 0.34 
D03 West Suffolk 94.6 90.3 69.7 90.2.  -—4.70 SiO oe 7.10 2.65 
D04 East Suffolk 90.3 89.9 74.2 90.4 0.16 88.0" 99 F253 3.15 
D06 Norwich 90.3 91.4 75.6 91.6 1.40 89.5  —0.88 2.31 
D07 Great Yarmouth 96.4 97.8 84.5 96.7 0.34 96.2-----— 0.20 0.55 
D08 W Norfolk and Wisbech 94.1 94.9 76.3 93.9xmus0.22 O2firiota..52 1.32 
D09 Huntingdon 89.0 86.7 63.4 87.1 —2.14 839 098 — 5573 3.80 
E01 North Bedfordshire 95.9 90.2 82.3 91.6 —4.48 89.35 “36:93 2.64 
E02 South Bedfordshire 100.5 96.5 94.2 97, Lr S58 3,42 G6zirs4.25 0.87 
E03 North Hertfordshire 93:4 90.5 81.4 91:7 \a5—1.73 89.4 —4.17 pie’ 
E04 East Hertfordshire 89.9 86.3 68.7 SUS ae 2970 84.2  -—6.35 3:91 
E05 North West 91.2 86.7 78.0 88.8  —2.58 $5.7 3ah.08 3.43 
Hertfordshire 
E06 South West 93.9 88.6 84.6 90.9. « 3.24 Souk.’ 6716 3.10 
Hertfordshire 
E07 Barnet 93.1 91.1 98.6 94.1 Lit 92:0; deme kel 8 2.32 
E08 Harrow 90.1 89.8 93.4 92.7 2.86 90.2 0.15 2.71 
E09 Hillingdon 96.5 92.7 92.7 94.5) 2.12 92.7 -—3.94 1.89 
E10 Hounslow and 98.1 > $795.04 2104.3 97.35 (iz 0.80 96.1> ~=2,.02 1.25 
Spelthorne 
Ell Ealing 103.0 102.9 128.5 105.3 2.21 106.0 2.89  —0.66 
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Riverside 


E17 
FO1 
F02 
F03 
F04 
F05 
F06 


F07 
F10 
Fil 
F12 
F13 
F1l4 
Fi5 
F16 
F22 


G01 
G02 
G03 
G04 
G05 
G06 
G07 
G08 
G09 
G10 
Gill 
G12 
G13 
G14 
G15 


HO01 
H02 


H03 
H04 
H05 
H06 
H07 
H08 
HO09 
H10 
H11 


H12 
H13 
Jil 
J12 
J21 
J22 
J23 
J24 
J31 


Parkside 

Basildon and Thurrock 

Mid Essex 

North East Essex 

West Essex 

Southend 

Barking, Havering and 
Brent 

Hampstead 

City and Hackney 

Newham 

Tower Hamlets 

Enfield 

Haringey 

Redbridge 

Waltham Forest 

Bloomsbury and 
Islington 

Brighton 

Eastbourne 

Hastings 

South East Kent 

Canterbury and Thanet 

Dartford and Gravesham 

Maidstone 

Medway 

Tunbridge Wells 

Bexley 

Greenwich 

Bromley 

West Lambeth 

Camberwell 

Lewisham and North 
Southwark 

North West Surrey 

West Surrey and North 
East 

South West Surrey 

Mid Surrey 

East Surrey 

Chichester 

Mid Downs 

Worthing 

Croydon 

Kingston and Esher 

Richmond, Twickenham 
and Roehampton 

Wandsworth 

Merton and Sutton 

East Dorset 

West Dorset 

Portsmouth 

South West Hampshire 

Winchester 

Basingstoke 

Salisbury 


103.1 
100.3 
90.6 
94.7 
93.8 
951 
98.6 


103.1 
V2.9 
109.8 
1123 

96.0 
101.3 

S7i1 
102.6 
110.8 


97.4 
89.6 
94.6 
95.0 
96.9 
99.3 
93.0 
101.3 
or 
935 
104.1 
FS 
109.8 
113.1 
109.1 


89.0 
89.9 


86.8 
89.9 
bee 
90.2 
= hs 
92.0 
97.0 
93.0 
95,9, 


108.6 
9550 
89.6 
92.8 
97.0 
95.8 
91.4 
91.3 
91.7 


105.8 
2 gee 
87.8 
94.2 
90.7 
94.7 
97.0 


105.2 
121.0 
115.6 
IL 

96.3 
109.4 

96.4 
105.4 
116.8 


99.5 
89.6 
97.1 
96.3 
98.1 
94.4 
88.9 
98.0 
86.3 
O38 
107.4 
89.8 
113.6 
116.4 
112.2 


84.5 
84.7 


83.6 
82.2 
84.9 
88.9 
86.6 
91.9 
ages 
87.5 
935 


107.4 
93.9 
92.1 
91.3 
96.0 
94.2 
86.8 
86.0 
88.8 


150.3 
87.6 
67.1 
85.1 
75.0 
82.6 
93.6 


150.9 
181.3 
159.8 
168.0 
108.9 
153.2 
106.7 
13331 
181.0 


107.5 
80.8 
99.4 
86.4 
93.0 
85.2 
70.7 
84.8 
69.0 
86.2 

155.5 
84.5 

168.8 

174.3 

158.8 


74.9 
63.7 


67.1 
73.6 
73.6 
78.4 
v2)3 
84.7 
105.9 
81.3 
104.0 


146.4 
9 
79.0 
77.0 
88.0 
86.1 
68.4 
63.9 
719 


109.7 
98.0 
88.2 
94.5 
91.0 
94.5 
97.3 


109.4 
123.2 
117.2 
119.6 

98.7 
112.4 

98.5 
107.4 
120.5 


100.6 
91.0 
98.1 
96.0 
97.9 
94.6 
89.4 
96.9 
87.5 
94.1 

108.8 
91.6 

117.0 

119.4 

114.9 


87.1 
85.9 


85.6 
85.4 
87.2 
90.3 
88.1 
93.0 
97.6 
89.8 
96.3 


110.3 
95.8 
92.4 
91.7 
96.0 
94.6 
87.8 
86.7 
89.5 


6.45 
229 
= 2,00 
(ran 
= 2.93 
— 0.61 
1731 


6.15 
991 
6.70 
6.51 
2.81 
10.96 
1.44 
4.71 
8.73 


3.26 
i.61 
3.67 
1.05 
1.08 
— 4.69 
= 2.09 
we Sb 
— 3.94 
a Ma} 
4.47 
0.34 
6.52 
5.58 
5.28 


e217 
— 4.50 


— 1.43 
— 4.96 
— 4.73 
0.12 
— 4,52 
1.07 
0.66 
— 3.49 
0.44 


| Bef 
0.50 
3:15 
e122 
A OS 
eg Be 
3.95 
= 35:03 
—2.44 


litt 
97.8 
85.3 
93:1 
88.8 
95:2 
96.6 


110.7 
128.2 
120.9 
123.9 

97.8 
114.7 

97.6 
108.7 
124.5 


100.5 
88.5 
97.4 
95:1 
97D 
93.3 
86.7 
96.4 
84.2 
92.4 

110.5 
89.2 

120.2 

123.3 

117.8 


83.3 
82.2 


81.6 
81.2 
83.5 
87.6 
84.9 
91.0 
96.5 
86.8 
94.8 


Liz) 
94.2 
90.5 
89.6 
95.0 
93.2 
84.6 
83.3 
86.8 
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Gain Gain 

from from 

DoH 

choice 

% % 

(g) (h) 
4.19 —}.01 
7.80 = F25 
— 2.48 0.20 
Sires 3.43 
— 1.68 1.50 
=15 331 2.51 
— 1.95 1.36 
— 2.04 0.75 
7.36 me 9 
13.99 — 3.93 
10.11 —3:10 
10.34 — 3.47 
1.89 0.91 
13.18 == 1997. 
0.55 0.88 
5.97 —HI19 
123% ~ 8124 
3.14 0.12 
— 1.18 2.82 
2.93 0.71 
0.12 0.93 
0.61 0.47 
— 6.05 1.44 
— 6.76 3.07 
— 4.82 0.50 
He SS 3.90 
3.20 1.74 
6.18 151 

— 2.34 z15 
9.49 2 ae 
9.06 29.09 
7.97 —2.49 
=i 35 4.46 
— 8.59 4.47 
—~ 5107 4.82 
— Oia) 5.26 
= eee 4.34 
— 2.84 3.04 
— 8.01 3.79 
1305 2.14 
053 1.19 
=f. / 1 3.46 
“+ 149 1.65 
3.20 1D 
ae FAB 1.66 
1.04 2.09 
— 94) 243 
— 2.02 1.01 
— 2.68 1.49 
oad a be, x if fe 
8:71 4.03 
2537 3.10 
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Health Authority Square York York DoH Gain “Full” Gain Gain 
root acute mental formula from needs _—_— from from 
SMR_~ model _ illness (a) to formula (a) to DoH 
under model (d) choice 
75 % % % 
(a) (b) (c) (d) (e) (f) (g) (h) 
J32 Swindon 96.7 93.6 79.2 93.4  —3.40 91.9 —4.99 1.67 
J33 Bath 91.7 88.9 (a 89.7. —2.20 87:0 — hh 3.06 
J41 Isle of Wight 95.6 97.1 86.8 96.6 1.00 95.9 0.28 0.73 
K11 East Berkshire 95.8 90.1 84.2 91.8. —4.21 89.4 -—6.69 2.66 
K12 West Berkshire 91.4 85.6 70.0 87:2) he — 4.61 83.27 oi 1288.39 4.13 
K21 Aylesbury 93.6 87.7 71.6 88:72, 68 — 5:21 85/8 4 8iB7, 3.44 
K22 Wycombe 89.2 83.2 65.9 $5.27, #0—4,53 81.1 —9.05 4.97 
K23 Milton Keynes 100.2 97.7 87.9 97.1 mat2 96Sevet 3.61 0.57 
K31 Kettering 99.8 95.7 86.7 95.77." "4.16 94.6 -—5.19 1.09 
K32 Northampton 99.2 92.8 82.9 93.3; ?H7F-5:91 91-6 — Bek65 1.89 
K41 Oxfordshire 91.0 88.2 fh Wee $9.0) 05 -2.17 86.2455 }= 28 3.29 
L11 Bristol and Weston 97.9 98.6 98.0 98.9 0.98 98.5 0.64 0.34 
L12 Frenchay 94.0 92.2 79.9 92. 21 1.49 90.7. —3.49 2.06 
L13 Southmead 94.5 92.5 81.7 93.0) 40— 1.58 91.2 ~—3)49 1.97 
L21 Cornwall 94.2 97.9 81.5 96.4 Zo 95.9 1.84 0.53 
L31 Exeter 92.8 92.8 81.2 93.1 0.36 91.4 —1.50 1.89 
L32 North Devon 91.5 92.9 74.0 92.3 0.91 90.6 —0.95 1.88 
L33 Plymouth 98.2 100.0 90.6 98.9 0.68 98.9 0.68 0.00 
L34 Torbay 92.1 95.4 85.3 95.3 3.47 94.2 227 1.17 
L41 Cheltenham 92.5 89.1 76.9 90.3). $2.43 87:6 3026 2.99 
L42 Gloucester 94.6 92.7 78.2 92.7) 0% — 2.00 91:0 sydi85 1.93 
L51 Somerset 90.6 91.1 74.1 91.2 0.66 89.1 — 1.70 2.40 
M01 Bromsgrove and 94.7 93.3 76.7 92,94.* — 1.88 91.3 3.58 1.76 
Redditch 
M02 Hereford 93.1 91.5 72.7 OL ses — 1.98 89.2 —4.14 2.29 
M03 Kidderminster 97.9 95.6 77.6 94.5 —3.48 93.4 —4.56 1.13 
M04 Worcester 93.9 91.0 od 91.1 — 3.00 88.9 —8§30 2.43 
M05 Shropshire 97.1 96.9 82.1 D942 8 — 1 27 95.1 — 2.04 0.78 
M06 Mid Staffordshire 99.9 96.1 ae 94.4 —5,.53 93.4. = 6.47 1.00 
M07 Noxth Staffordshire 108.0 109.6 107.6 107.1 —0.87 109.4 R269 2.11 
M08 South East Staffordshire 100.2 97.0 79.5 95.6,44* — 4:97 949  —5,29 0.76 
M11 South Warwickshire 94.9 89.9 79.8 91.1 — 3.99 88.7026 5.6255 2.73 
M13 East Birmingham 109,.3°-<* 8131649140. 7-8 3.3 3.63 116.4 6.51 2.40 
M14 North Birmingham 100.5 99.4 103.0 100.0  —0.52 99.8 —0.66 0.14 
M16 West Birmingham LLL: RTS 3 0S a eed 4.84 120.8 Se =—3.08 
M17 Coventry 106.3 105.9 125.6 106.8 0.52 108.3 Esser 31 
M18 Dudley 99.9 99.3 89.9 93:35-55 156 98:28 VESL3 0.17 
M19 Sandwell 108.5 109.7 126.8 109.4 0.85 111.8 3.00" —2:08 
M20 Solihull 94.3 92.4 81.4 92.9  —1.48 91.1 — 3.41 2.00 
M21 Walsall 107,2° “lO ATS 7 se1G6.45 <2 —O72. 1081 O75 158 
M22 Wolverhampton 106.8 109.2 131.1 109.6 2.64 111.8 4.71 —h97 
M24 North East 99.8 99.0 89.0 98.0+-."" — 1.76 97,8 =240 0.25 
Warwickshire 
M25 South Birmingham 107.3 108.3 133.8 109.4 193 111.4 BTS ¥¥ —4 779 
N11 Chester 100.8 99.8 88.8 98.50" 2 59095 9875 | oe AU 0.05 
N12 Crewe 100.9 98.9 80.9 970s Att 3168 A ea 0.27 
N13 Halton 107 GT TOO eo 0.45 110.4 SANT: oy eae 
N14 Macclesfield 95.1 91:5 77.9 D1. 3936 a ait Be 2.27 
N15 Warrington 103.5 103.4 93.2. 02.0 — 1:49" 102 Roe Oe tae 
N21 Liverpool 114.7. 121.8 1460 119.5 4.16 124.7 nh 1) 
N31 St. Helens and Knowsley 110.3 117.9 114.5 113.2 iOS ee ed os aM PA ar gD wo! 23 
N41 Southport and Formby 97.1 96.9 86.4 96.4 -—0.74 95:0; Wier tee 0.78 
N42 South Sefton 106.8 111.2 109.9 108.4 146 111.0 Hh PO Re ak 
N51. Wirral 106.6 108.3 1066 106.1 yA. Let 140  —1.84 
P01 Lancaster 104.0° 103.8 105.5 103.1 —0.87 104.0 0.00 —0.88 
P02 Blackpool, Wyre and 103.8 105.4 102.0 103.7. -—0.10 105.0 125.) 2a-71423 
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Health Authority Square York York DoH Gain “Full” — Gain Gain 
root acute mental formula from needs from from 
SMR_ model _ illness (a) to formula (a) to DoH 
under model (d) (f) choice 
rf] % % % 
(a) (b) (c) (d) (e) (f) (g) (h) 
Fylde 
P03 Preston PLEO TIO 156.4% M1T12 0.19" 113.8 2.51 7126 
P04 Blackburn, Hyndburn TOS2299 “71073927 133 8 110% 2264 OTT3 B55 4219 
and Rib 
P05 Burnley, Pendle and 108 Bynit 412.4.) 135.953 »112;2 3.64 115.2 6:39 et 2.58 
Rossend 
P06 West Lancashire 100.2 103.4 91.7, 101.2 0.98 102.0 1.79...; 0.80 
P07 Chorley and South 99.3 98.5 82.8 97.0: 5: $ret 2.34. 96.6 j6 2-70 0.37 
Ribble 
P08 Bolton 108.7 111.1 130.9 110.8 1.94 113.5 2 agg DJs 
P09 Bury IS | PLUS cae tUG. US eG Ose.) eae | * 0.90 
P10 North Manchester HS a WT, Soe ad PA aod BA 1 Boe FO a SR 12.18 eR 
Pil Central Manchester y22 Fe 129-7 —" 208.1). 132.0 1500) 71391 ott She 
P12 South Manchester LIV co: cL TSS 156A OMS 5:99 908122.2 9.76 —3.44 
P13 Oldham 1847 OWNING M18T, Foosti2.4 0.33 114.9 2:89 «= BAO 
P14 Rochdale PPE! NHS Of SIS e128 1.54 115.9 4.35. —2.69 
P15 Salford 115.8 118.7 140.3 116.8 OS Lees 4.74  —3.70 
P16 Stockport 101.1 98.3 93.9 OS hese wd ecthen OF Sie o3 29 0.42 
P17 Tameside and Glossop 109.6 109.4 1208 1085 —-0.99 110.8 LOT: guns 2.04 
P18 Trafford 100.7 100.4 1048 100.8 0.13 100.9 1 Ree a CY 
P19 Wigan iat i A CIR kc Sm Te 6 | pear WF | 446  —3.17 
May 1995 


Supplementary Memorandum submitted by Mr Peter Smith, University of York [PE 2A] 


A NOTE ON THE NHS AGE ADJUSTMENT 


1. The purpose of this note is to explore the resource allocation consequences of the age adjustment made 
in the revised system of allocating resources to English health authorities, as set out in the NHS Executive 
report HCHS Revenue Allocation: Weighted Capitation Formula. The note is intended to supplement the 
report by S. Peacock and P. Smith entitled The resource allocation consequences of the new NHS needs formula, 
which explored the distributional consequences of the new needs formula. 


2. As explained in the Peacock and Smith report, the age adjustment is one of three adjustments made to 
an area’s per capita allocation for Hospital and Community Health Services (HCHS). The other two are the 
needs adjustment, and the market forces factor. 


3. The age adjustment is a simple matter. Population are divided up into eight age bands. Using a mixture 
of methods, the NHS Executive has estimated the national average annual cost to the HCHS of an individual 
in each age band. The population of a health authority in each age band is then multiplied by the relevant 
cost to derive an age weighted population for the authority. 


4. The Methods used by the NHS Executive to derive the age cost curve are described in Annex 3 of the 
report HCHS Revenue Allocation: Weighted Capitation Formula. Using a variety of approaches, a separate 
age cost curve is estimated for each of the 26 programmes that go to make up the HCHS. Four of the 
programmes are for impatient services: acute; geriatrics; mental illness; and mental handicap. These account 
for about 56 per cent of all HCHS expenditure. The NHS Executive has used Hospital Episode Statistics 
(HES) data to derive the age curve for these services. 


5. In developing the needs indices for acute and psychiatric services which are now in use, the University 
of York team had to adjust utilization recorded in HES for age and sex. It therefore implicitly developed “age- 
cost” curves, of the sort used by the NHS Executive in the age adjustment. In doing so, the York team was 
constrained by the nature of the dataset it was working with. We examined the total costs of all episodes 
completed in the year of study. Our study therefore included the costs of a completed episode that were 
incurred before the start of the year, but excluded the costs of episodes that started but were not completed 
in the year. 
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6. Some concern has been expressed at an apparent discrepancy between the curves developed by the York 
team and those reported by the NHS Executive in their Resource Allocation booklet. This note seeks to 
examine and quantify the differences between the two sets of age-cost curves. The York curves are based on 
1991-92 HES data, the NHS Executive curves on 1992-93 HES data. Some slight approximations to the York 
data have been made to accommodate the chosen age bands, but these are unlikely to give rise to 
substantial errors. 


7. We must emphasise that we are not claiming that the York curves are in any sense superior to the 
Executive curves. Indeed, we understand that the Executive has been able to take advantage of a richer dataset 
than that made available to the York team, and may therefore be more reliable. However, we share the unease 
of some commentators with the use of age-cost curves which are different to those used to develop the needs 
indices. The intention here is therefore to explore the importance of the changes that have been made. 


8. The Annex compares the age-cost curves for the four inpatient services. Panel one examines the acute 
curve, which accounts for £150.9 per head, or 36 per cent of all HCHS expenditure. The York curve is slightly 
flatter than the Executive curve, in the sense that it places less weight on the very young and the very old. 
However the differences are not substantial. 


9. Panel two shows the geriatric programme, which accounts for £31.7 per head (7.5 per cent of total 
HCHS). The curves are similar except amongst the very old. Panel three gives the figures for mental illness 
(£36.8 per head, or 8.7 per cent). Here the York curve is also much lower than the NHS curve amongst 
elderly people. 


10. The biggest discrepancy between the two sets of curves is in mental handicap (£18.2 per head, or 4.3 
per cent). Here there is almost no correspondence between the two sets of weights, with the Executive curve 
being very much more heavily weighted towards elderly people. 


11. The sum of the four inpatient curves is shown in Panel five. Total age-cost curves have been calculated 
by simply adding the NHS Executive estimates for the remaining 22 programmes to those for inpatient curves. 
The total curves are shown in Panel six. The York curve is more shallow than the Executive curve, allocating 
£260 less per person in the 85 plus category. We would therefore expect to see some differences in the resources 
allocations arising from the use of the two curves. 


12. We now seek to quantify the differences arising from the use of the two age-cost curves. As in the 
Peacock and Smith report, we do so by estimating age adjustments to populations of District Health 
Authorities as defined at April 1992. The figures are purely illustrative, and merely intended to highlight the 
main effects of the changes to the age-cost curves. 


13. Table 1 shows the areas enjoying the highest increases in resources arising from the application of both 
sets of age-cost curves. As expected, retirement areas dominate the Table, gaining up to 23 per cent because 
of the age profiles in their areas. Gains arising from use of the York curve are slightly smaller than those 
arising from the use of the Executive curve, reflecting the flatter nature of the York curve. The final column 
shows the benefits to the health authority of the switch from the York curves to the NHS Executive curves, 
indicating gains of up to 1.6 per cent. Although these imply substantial sums of money, the gains are small 
relative to some of the swings arising from the implementation of the needs formula. 


14. Table 2 shows the biggest losers from the age adjustment, a mixture of inner city and newer 
development areas. Note that, with the exception of Milton Keynes, the use of the NHS Executive curve in 
preference to the York curve gives rise to losses of less than one per cent. 


15. In summary, the age adjustment results in large swings in resources between health authorities. There 
are apparently large discrepancies between the curves developed in the York study and the curves 
implemented by the NHS Executive. However, these do not in practice give rise to large changes in allocations 
except amongst a smaller number of authorities. 
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22 June 1995] [ Continued 
Table 1 
Biggest gainers from age-cost adjustment 

District Gain from Gain from Relative benefit 

NHS curve York curve from NHS curve 

per cent per cent per cent 
Worthing 1s be 20.81 1.61 
Hastings 22.74 20.86 1.56 
Eastbourne 21.04 19.31 1.45 
Chichester 19.35 17.73 1.38 
Torbay 17.68 16.17 1.30 
East Dorset 15.70 14.36 1.17 
Isle of Wight 15.33 14.10 1.08 
Southport & Formby 13.19 11:92 1.13 
Canterbury & Thanet 12.44 11.46 0.88 
Blackpool, Wyre & Fylde 12.25 11.16 0.98 
Table 2 
Biggest losers from age-cost adjustment 

District Gain from Gain from Relative benefit 

NHS curve York curve from NHS curve 

per cent per cent per cent 

Wandsworth ela — 6.84 =0.25 
Newham eo #2 | — 6.42 — 0.85 
Camberwell = ee, — 62/0 — 0.64 
West Lambeth 6h (Se — 6.90 — 0.48 
West Surrey & N E Hampshire mi PED — 6.89 —0.53 
City and Hackney = tld = 16:42 — 0.76 
South Bedfordshire et ee ="6.:83 — 0.76 
Huntingdon — lS) 16.89 —0.70 
Haringey =n S02 dl =055 
Milton Keynes rzb2,22 — 10.95 — 1.42 


225366 A*3 
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ANNEX 
York and NHS Executives age cost curves for different services (£ per head) 

Programme All Births 0-4 5-15 16-44 45-64 65-74 75-84 85+ 
1. Acute inpatients 

NHS Executive 150.9 — 1748 54.8 80.8 155.5 324.7 456.7 633.7 

University of York 150.9 — 134.6 54.9 80.3 165.2°"' 331.8 T470/10W598.6 
2. Geriatric patients 

NHS Executive cy i) - 0.3 0.0 0.3 2.4 47.8 erie oe 1 4ecn 

University of York 87 - 0.0 0.0 0.7 4.0 55.91.27 610 ms 655.6 
3. Mental illness inpatients 

NHS Executive 36.8 - 0.4 2.4 pal be 34.2 oc oe Mery Sd Pa Os Ud 

University of York 36.8 - 1.6 2.6 39.3 32.9 50.7. 102.4 130.1 
4. Mental handicap 

NHS Executive 18.2 - 1.0 3.3 22.5 24.9 18.6 16.3 17.2 

University of York 18.2 - 22.1 49.8 20.3 6.5 zo esa) BZ 
5. Total inpatients 

NHS Executive 237.6 — 176.5 60.5 131.1 217.0 457.2 883.3 1,645.3 

University of York 237.6 — 158.3 107.3 140.6 208.6 441.0 851.6 1,385.8 
6. Total all services 

NHS Executive 420-67 'T,762:2° 0374.0) SI84 9 ZAV2E S5S:5AF 71025" 1279 se eee 

University of York 421°6.°1,762.20 355,80 23519, © 25087 S9'B47. 1 2686.38 1246 Fe Z00077 





Examination of Witnesses 


Mr PETER SMITH, Reader in Economics, Finance and Accountancy in the Department of Economics and 
Related Studies, and Dk Roy Carr-HILL, Senior Research Fellow in the Centre for Health Economics, 


University of York, examined. 


Chairman 


1. Good morning, ladies and gentlemen. This is the 
first session when the Health Select Committee will 
be taking evidence in its inquiry into public 
expenditure issues. It gives me the greatest pleasure, 
on behalf of Members, to welcome our first witnesses 
this morning who come from the University of York. 
We have Mr Peter Smith, who is Reader in 
Economics, Finance and Accountancy in the 
Department of Economics and Related Studies and 
we have Dr Roy Carr-Hill, who is a Senior Research 
Fellow in the Centre for Health Economics. We are 
obviously looking forward to the responses you are 
going to give us to our questions. I would like to start 
the questioning and I would like you please to 
explain to us what were the principles and main 
practical issues underlying the recommendations 
made in your work on allocation of resources. 

(Mr Smith) In allocating resources to health 
authorities there are three adjustments made for 
relative expenditure needs in individual areas. And I 
think the methods that have been adopted have 
widespread acceptance amongst most informed 
commentators. The first adjustment is an age 
adjustment which compensates areas for the fact that 
different age groups clearly have different 
expenditure requirements. The second adjustment is 
the adjustment which most of our work is addressing, 
which is a needs adjustment. This needs adjustment 
acknowledges the fact that for a given age people in 
certain areas have more health care requirements 


than in other areas. The third adjustment which is 
made to allocation is an adjustment for the 
differences in costs in different areas and this is an 
aspect of the resource allocation work that we had 
little to do with in our work. 


Audrey Wise 


2. Can you tell us more about the particular 
problems involved in measuring health care needs 
and, in particular, how do you measure social 
deprivation? 

(Mr Smith) The principles underlying our work 
were that the needs of populations could be inferred 
from the use they make of NHS facilities. There is a 
complicating issue, which is the reason why our 
technical report is so long. The complicating issue is 
that we believed, and it was borne out by the 
evidence, that the utilisation that populations make 
of health care is to some extent influenced by the 
supply of that health care and our brief was to try and 
disentangle the unambiguous health care needs of the 
population from the utilisation which is caused by 
supply factors. This is quite a complex technical task 
but in the end we did this by identifying certain key 
socio-economic variables which are unambiguously 
associated with the use of NHS resources. We tested 
well over 40 of these indicators but in the acute 
sector, for example, only five of them came through 
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as being unambiguously associated with additional 
health care needs. By “additional” I mean additional 
to the health care needs brought about by age. 


3. Which were those five? 

(Mr Smith) The five factors that emerged from our 
analysis were: the standardised mortality ratio for 
those aged under 75; the standardised rate of limiting 
long-standing illness from the Census for those aged 
under 75; the proportion of pensionable age living 
alone; the proportion of dependants living in single 
carer households; and the proportion of the 
economically active population which is unemployed 
(the unemployment rate). 


Chairman 


4. Dr Carr-Hill, would you like to add anything? 

(Dr Carr-Hill) 1 should emphasise this is an 
important issue in the sense that it is a departure from 
what has been done in the original formulae for 
allocating resources to health authorities over the 
past 20 years. Indeed the first report that was 
produced by the Resource Allocation Working Party 
in 1975 said that they would have liked to allocate 
according to a direct measure of health care needs in 
the way that we have proposed and we have done in 
the technical report, but they felt it was impossible to 
disentangle the effects of supply from utilisation. The 
difference over the last 20 years is much more data 
has become available and it is therefore possible to 
use relatively complex statistical techniques to 
disentangle the effects of supply from the effects of 
need and that is what we have done. Indeed this is 
what the original working party would have liked to 
do 20 years ago but felt unable to do with the data 
available. 


Mr Congdon 


5. I think it is relatively easy for people to 
understand that depending on age there is a different 
demand for health care. In looking on the other side 
of the equation at the needs variables, which you 
have just outlined, some of them again are intuitively 
obvious. Can I ask you on two of them, the 
proportion that are unemployed and the proportion 
who come from single carer households, those two 
specifically, to what extent do they generate a greater 
need and hence a greater demand for health care? 

(Mr Smith) There is a great deal of scientific 
evidence to the effect that, in_ particular, 
unemployment is associated with additional health 
care needs. However, I should emphasise that our 
analysis was a statistical analysis. We tested a wide 
range of variables that a priori we might have 
thought were associated with health care needs. 
Many of these were discarded because there was no 
perceptible statistical information but these two 
variables you have just alluded to were very 
important in explaining variations of utilisation 
around the country. So we retained them for that 
reason. They were suggested by the scientific 
literature and that was sustained by our statistical 
analysis. 
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6. You said it was a statistical exercise but are you 
able to put any more flesh on what the impact 
actually is in terms of health? There are some links 
one can readily understand. I guess people say that 
people who are unemployed can sometimes be more 
prone to depression and things like that. But what 
about some of the other costly things to the Health 
Service like heart disease and cancers and things like 
that. I am trying to get a better understanding of the 
relationship between these variables, which 
obviously play a part in the formula, and the 
subsequent demand for additional health care. 

(Dr Carr-Hill) There is indeed evidence that 
unemployment and dependency are linked to those 
conditions as well but that is not the main reason why 
they are in the formula. When Mr Smith is 
emphasising it is statistical formula, one aspect of 
that is we did indeed use a large number of variables. 
Several other sets would have given approximately 
the same predictive power in terms of the relative 
utilisation and the way that is linked to relative need. 
The choice among those sets was dictated as much as 
anything else by the plausibility of the variables that 
appeared, although it would not have mattered very 
much if we had chosen another set. When Peter 
Smith said it is a statistical analysis that is one aspect 
of that; that we could have chosen another set of 
variables and it would have made very little 
difference to the final allocations. In the end these 
seemed a much more plausible set to choose than 
another set.! 


7. Taking the available proportion of people who 
are unemployed, if for instance unemployment goes 
up by a large percentage or goes down by a large 
percentage, does that have much impact on the 
formula? 

(Mr Smith) As the formula has been devised it will 
have no impact on the formula because it is based on 
the 1991 Census and so it is a fixed point in time. 


8. So it would only have an impact if the base year 
was changed and, indeed, presumably if there were 
then variations in the percentage unemployed in the 
relative difference between different areas? 

(Mr Smith) Yes. It would require, for the formula 
to become invalid, for there to be big changes in the 
relativities between different areas. 

(Dr Carr- Hill) It would only be plausible if we had 
data on the other variables as well as on an 
updated basis. 


Audrey Wise 


9. You said there were a lot of other things you 
could have taken but these ones worked out to be the 
most convincing. Can you give examples of ones that 
did not come up in your analysis? 

(Mr Smith) Certainly. The full list is contained in 
Appendix B of our technical report but the sorts of 
variables we tested in this analysis were the tenure of 
home ownership and private rented accommodation, 


‘Footnote by Witness: The formulae were chosen as the result 
of an exhaustive examination of the evidence by the study 
team and its advisers, who worked in ignorance of the 
resource consequences of their choice. The criteria for 
selecting the formulae were (a) statistical acceptability, (b) 
plausibility, and (c) parsimony. 
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the standards of amenities in households, car 
ownership, ethnic origin, the extent to which the 
population included students, the extent of migration 
within an area and a variety of social class variables. 


10. I do not understand why some of those did not 
come up. Is it that in any case they are encompassed 
in the ones that did come up because people who are 
unemployed are more likely to be living in bad 
housing or overcrowded housing so we have got 
them anyway? I am clearly a non-statistician 
struggling with this. Is that partly it? 

(Mr Smith) Yes, you are absolutely correct. You 
have really hit on the nub of the issue which Dr Carr- 
Hill was referring to earlier which is that many of 
these variables are very highly correlated. As you say, 
issues such as social class will have been to a large 
extent captured by other variables which are included 
in the formula. 


Mr Whittingdale 


11. In my own region, what was formerly North 
East Thames, they did apply their own versions of the 
weighted capitation formula and incorporated in 
that, I recall, they did use an index of homelessness. 
Have you done any work to see what effect that 
would have by introducing a homelessness factor 
into the formula? Do you think that is something 
which should be considered? 

(Mr Smith) We have indeed done a small amount 
of work to investigate the extent to which 
homelessness has been omitted from our formula. 
We do encounter problems in _ incorporating 
homelessness into our statistical analysis because it is 
only recorded at a local authority level and not a 
small area level, which is the level that we were 
working at. We find when we do try to extend the 
analysis to investigate homelessness that we seem to 
have captured homelessness in the analysis already 
(that is using the standard definition of homelessness; 
those in temporary accommodation). However, 
there is some evidence, which we have yet to explore 
further, that the extent of rough sleeping in an area, 
which is very difficult to quantify, is an aspect of 
homelessness we have not captured in the existing 
formula and that aspect may need some further 
attention. 


Mr Bayley 


12. To convert the statistics into things we all 
understand, in Appendix B of your technical report 
you list 30 or 40 different variables. Would it be right 
to say that you tested how good a match each of 
those variables were with the need for acute health 
care and then included the five or so that were the 
best predictors of need for acute health care in your 
final report? Is that, in effect, what you have done? 

(Mr Smith) Yes it is. We were conscious in doing 
so of the need to keep the formula as simple as 
possible so that we tried to remove variables that did 
not account for much variation. 


Rev Smyth 


13. Would you like to share with us whether you 
felt the terms of reference given to you by the 
Department when they commissioned your research 
were appropriate and were you given sufficient time 
to produce the best possible need indicators? 

(Mr Smith) The terms of reference were fairly 
clear. They were to enhance the sensitivity of the 
resource allocation formula and I think those are 
fairly broad and we were quite happy with those. As 
far as the time allowed for this study was concerned 
researchers never have enough time to do their work, 
but I do think that in this case the original study was 
scheduled for a three month period and that was 
really a very short period to do such an extensive 
piece of work. I do feel that we really should have 
been given a little longer at that early stage. Having 
said that, after our initial work we were allowed quite 
a lot more time to make sure we got it absolutely 
right. 

Rev Smyth: You found that some of the 
Management Executive figures might have been a bit 
more accurate than some you had yourself and you 
were able to use them, if I have read your report 
correctly. 


Mr Bayley 


14. I think there was a comment from Ken Judge 
on the population figures. We have had a paper from 
Ken Judge, who will be speaking to us later, and he 
talks about your age cost curve and the Department’s 
age cost curve. Maybe it is in the additional paper 
you put in, Mr Smith. You compare your age cost 
curve and the Department’s age cost curve and imply 
the Department may have had a richer data set. 

(Mr Smith) In the course of our work we had to 
develop age cost curves. We were limited in the extent 
to which we could provide accurate age cost curves 
by the nature of the data set that was made available 
to us. We subsequently found that the age cost curves 
that we used in our study are slightly different to the 
age cost curves that the NHS Executive has used in 
implementing the formula. However the paper which 
we have submitted to the Committee indicates that 
on the whole these differences are really quite small 
and our judgement would be that the use of an 
updated age curve, as the NHS Executive has used, 
in no way compromises the other work which is being 
used in resource allocation, ie. our needs formula. 


Rey Smyth 


15. When you spoke about the movement of funds 
to areas where there are retirees and that impacted on 
inner cities, is there a different pattern here from what 
we discovered in Northern Ireland that it is the inner 
city which has a larger proportion of elderly people 
and retirees and need because it is my guess the 
younger folk are moving out? 

(Mr Smith) I fear here we are in the hands of the 
Office of Population Censuses and Surveys and it 
does seem that, in particular, inner London has a 
young population relative to these retirement areas. 
Therefore when the age adjustment is applied, the 
weighted populations in inner London are reduced 
somewhat because of that population structure. 
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16. Would you say that within 24 per cent no needs 
indicators as distinct from the others there may have 
been a mistake made here in that a large percentage 
of the younger folk in London are people who have 
moved in from rural areas, from different parts of the 
nation and actually they might have more needs than 
we allow? 

(Mr Smith) I think it is important to understand 
the nature of the needs adjustment that we make. It 
is for a given age how much more relative need for 
health care does an individual have if they live, say, 
in Wandsworth rather than in Norwich. It is an 
independent adjustment and effectively what the 
needs adjustment is doing is shifting the whole age 
curve up or down in an area depending on the social 
circumstances in that area. 

(Dr Carr-Hill) In the particular example you are 
giving of the young moving into inner city areas, in 
addition, to emphasise what Mr Smith is saying, the 
fact that they have recently migrated, ie. migrated 
within a year, is one of the variables we tested in 
Appendix B one of the factors we were talking about. 
The fact they are in poor housing or unemployed all 
those characteristics were tested in the formula so 
there would have to be something additional to those 
other proxy variables for deprivation which are 
characteristic of such people moving into inner city 
areas to make a difference. The only one I can think 
of offhand is the rough sleeping/homelessness issue 
we were talking about which I think is a different 
issue. 


Mr Bayley 


17. Can I move on to the way the new formula has 
been introduced. Prior to the new formula being set 
out by the Department last year, was it right to say 
that the weighting used for needs that applied to 
community health services and to mental 
handicapped services was the square root of the 
standardised mortality weighting, the same 
weighting that was used for all other parts of hospital 
and community health services? 

(Mr Smith) It was, yes. 


18. Asa result of the new formula there is no needs 
weighting for community health services or for 
mental health services? 

(Mr Smith) Correct. 


19. Do you think that is a reasonable move on the 
Department’s part? They give us their reason for 
that, that there is no high quality technical work that 
shows what is a good indicator of need for 
community health services and mental health 
services but is it a reasonable thing for them to simply 
apply no weighting? 

(Mr Smith) This is clearly, in the absence of any 
detailed information, a matter of judgement. 
However, I think it is true to say that our judgement 
would very clearly be that services such as 
community care, other hospital expenditure and 
administration, are all likely to be proportional to 
inpatient activity. Inpatient services were the services 
we looked at in the absence of any other information 
and we would suggest those services I have just 
mentioned are likely to be proportionate to inpatient 
activity. That being the case, our view would be that 
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one should apply the same needs weighting to those 
services as to inpatient services. So we would apply a 
needs weighting to all those additional services which 
are currently given no needs weighting in the current 
formula. If I could mention mental handicap as being 
the one service I have not mentioned yet in that 24 per 
cent. There is no epidemiological evidence to suggest 
that the incidence of mental handicap is associated 
with social deprivation. But again our judgement 
would be that the implications for the NHS of mental 
handicap are much more serious in areas with social 
deprivation than in wealthier areas. Again in the 
absence of any other information we would apply 
our needs weighting to the mental handicapped 
section. In summary our view would be quite 
strongly that the same needs weighting should be 
applied to those 24 per cent services that are currently 
given no needs weighting. 


20. In the shorter of the two discussion papers you 
submitted to us in the conclusion on page 14” you 
say: “The decision of the Department of Health to 
apply a zero needs weighting to 24 per cent of 
expenditure”—which includes the areas you have 
been telling us about—“dilutes the redistributive 
impact of the new formula”. What is the consequence 
of the Department of Health’s decision to apply no 
needs weighting to 24 per cent of the expenditure? 

(Mr Smith) The implication of this decision is that 
areas which under our formula are “high needs 
areas” lose a certain amount of resources and the 
areas which we would classify as being “low needs” 
gain resources. This is as a result of a decision to 
apply no needs weighting to the 24 per cent. At the 
extreme some areas in Surrey gain about five per cent 
from this decision and areas in Manchester lose 
about five per cent. 


21. The paper also says that: “It is plausible to 
suggest that the resource implications of mental 
handicap to the NHS are highest in areas with high 
levels of poverty.” That suggests that there should be 
some poverty-related or social condition-related 
needs weighting for mental handicap services. Has 
the Department of Health commissioned any 
research on that indeed in terms of similar links so far 
as community health services are concerned? 

(Mr Smith) I think the Department of Health is 
clearly very conscious of the lack of knowledge on 
these services and is certainly actively discussing the 
problems of developing needs indices in this area. I 
think that question is probably better directed to 
them. As researchers we would say that there is an 
urgent need for research on these issues, not least 
because of what in our view is the controversial 
decision to apply no needs weighting to the 24 per 
cent of expenditure. 


22. You suggested a few minutes ago that you 
would advocate that the Department of Health used 
either your acute health services weighting or a 
mixture of your acute and mental health services 
weightings for the 24 per cent unweighted part of the 
budget. The Department says there are no grounds 
for doing that because your acute and mental illness 
weightings developed from looking at other services. 
Given that the Department takes the view that your 
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weightings are not appropriate, would you think 
there is a strong case for them to retain the existing 
weighting? They have the square root of the SMR as 
the best available weighting until such time as they 
have done research and produced a state of the art 
weighting as you seem to have done for acute and 
psychiatric services. 

(Dr Carr-Hill) \ think our judgement would be that 
probably in the absence of other evidence the best 
weighting, given we have been looking at much better 
data than was previously available, the best way 
would be for the acute index to be developed. If the 
Department has decided, since we have not provided 
technical evidence on that, that was not appropriate 
they certainly would need to provide much more 
positive justification for moving away from a 
weighting to no weighting, which is what they have 
done. I would have thought a poor second best would 
indeed have been to retain the previous weighting 
they had for that block where we could not supply the 
technical evidence to change the weighting. 


23. As a Statistician you would say the best 
available weighting would be the mix of weightings 
you have developed. The second best would be the 
old weighting they used to use, and the third best no 
weighting. 

(Dr Carr-Hill) Yes. 


24. Could I finally, Mr Smith, refer you back to 
your supplementary paper on age adjustment. This is 
the issue Reverend Martin Smyth raised. The annex 
at the end sets out in terms of pounds per head the 
amounts of money for various services using the 
York and NHS Executive age cost curves. Although 
the total for all services does not show too great a 
variation in some services there is a huge variation, 
particularly on mental handicapped services where it 
seems your age cost curve puts greatly more money 
in for mentally handicapped children; you put 
roughly the same for younger to middle aged adults 
and the Department of Health puts in greatly more 
money for the elderly mentally handicapped. Can 
you explain why it is your two formulae have come 
up with very different suggestions for the amount of 
money needed to care for people with mental 
handicap? 

(Mr Smith) I fear that because this report was 
produced a few days ago, I have not had a chance to 
take up the issue of this divergence with the 
Department. I should say that the methods that were 
used by York to develop these curves were different 
to those used by the NHS Executive. The NHS 
Executive had a fuller data set available and they 
used data from a year later than we had available. So 
I am afraid I cannot shed light on the reasons for 
these differences. Of course, the differences look very 
substantial and clearly that is something to be 
investigated. Having said that, I do not think that the 
extent of these differences is in the grand scheme of 
things large enough to make very substantial 
differences to the allocations to the health 
authorities. 


25. That is because the mental handicap element is 
small overall? . 
(Mr Smith) Correct. 


26. Could I ask you to look finally at the last two 
lines of that table which show the cash sum of money 
allocated for each age group under your age cost 
curve and under the one actually used by the 
Department of Health. In most areas they are very 
similar but in one area there is a very significant 
difference in children between the age of five and 15 
where your age cost curve suggests slightly over 25 
per cent more money for children aged between five 
15 compared to the Department of Health formula. 
You have explained why the sums come out 
differently but will that make a substantial difference 
to the funding of any particular health authority? 

(Mr Smith) Clearly these differences would make a 
difference to the funding of a health authority. They 
mainly arise because of the differences in our curves 
on mental handicap. I have to say that the difference 
would not be substantial compared to the differences 
that arise from the implementation of the needs 
formula, the 24 per cent issue we have discussed 
already. I must emphasise we are not suggesting that 
the NHS Executive curves are wrong. We are just 
highlighting the fact that there are some differences 
between the ones we derived and the ones used in 
implementation and really this is an issue which I 
think should be explored further. 


Mr Congdon 


27. Could I ask Mr Smith to clarify two points in 
relation to the 24 per cent you were talking about just 
now not being given a weighting. I understand the 
point you made about community services. I did not 
fully understand why you felt there was a needs link 
between deprivation and mental handicap and also 
the admin and other hospital services which is eight 
per cent. Why should that be related to any index 
of need? 

(Mr Smith) If I could take the admin first of all. 
The assumption we make in making our 
recommendation that a needs weighting should be 
applied to administrative costs, is that areas with 
higher needs have higher numbers of patients and 
therefore on that basis they incur higher 
administrative costs (on the assumption that 
administrative costs are roughly proportionate to the 
number of patients seen). On the mental handicap 
side our argument for applying a needs weighting is 
that in those areas which experience poverty there are 
fewer private resources available for mentally 
handicapped individuals and, therefore, 
proportionately more of the burden of caring for the 
mentally handicapped falls on to the National 
Health Service in those areas. 


28. Is that a valid assumption, do you believe? 

(Mr Smith) That needs to be examined empirically 
and there are great difficulties in doing that. Again, 
reiterating Dr Carr-Hill’s point, in the absence of any 
other information we would suggest that a needs 
weighting should be applied to this section as it has 
been for the previous five years. Really some urgent 
research should be commissioned to see if there is a 
needs gradient. 


29. You could equally argue that no weighting 
should be provided until the research has been done 
because the weighting has been changed. Can I ask 
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you a point about the admin. Surely some of the costs 
of admin and other services which consist of a fair 
element of different costs in running hospitals 
etcetera will be fixed and some will be variable and 
therefore more research is needed for saying there is 
a direct link in need/demand? In other words part of 
those costs would be variable. 

(Mr Smith) The administrative costs at the 
moment, because there is no needs weighting, are 
allocated on the basis of age-adjusted population. 
Thus each area gets an allocation for administration 
based on the size of its population adjusted for age. 
What we are suggesting is that it is not just the 
population that influences the costs. of 
administration; it is the size of the demands on the 
NHS that influences those costs. The size of the 
demands on the NHS is influenced by the relative 
health care needs in that area. You can argue that 
there are some fixed costs but my judgement would 
be they are quite small. If that is the case then the 
entire principle of allocating on the basis of 
population for administration may be inappropriate 
and I do not think many people would argue that. I 
think most people would argue that admin costs are, 
roughly speaking, proportionate to the size of the 
population, adjusted for age and needs. 


Alice Mahon 


30. Are there any other differences between the 
needs formula adopted by the Department of Health 
and the original York formula and, if so, how 
significant are these? 

(Mr Smith) I think I should say that our relations 
with the civil servants with whom we dealt in the 
Department of Health were quite excellent in this 
study, unprecedentedly so in my experience. I am 
very pleased to say on the needs side they accepted 
our formula in its entirety and they have 
implemented our recommendations in their entirety 
and with the exception of two issues which we have 
discussed, firstly the differences in the age weightings 
and, secondly, the issue of the 24 per cent, they have 
implemented our work. I must emphasise on the 
difference on the age weightings we do. not 
necessarily disagree with their age weightings. We are 
just emphasising the fact that there is a difference. 


31. On the 24 per cent did they give you an 
explanation? 

(Mr Smith) We were not consulted on the split of 
services. 


32. Is there anything you know which could be 
made available to the Committee giving an 
explanation? 

(Mr Smith) The only explanation that I am aware 
of in the public domain—again this should be raised 
with the civil servants who will be able to inform you 
properly on this—is the HCHS Revenue Resource 
Allocation booklet. 

Chairman: We have some papers on that. Thank 
you very much. Mrs Wise? 
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33. Still on this 24 per cent with no needs 
weighting. Is the way I look at this a silly or wrong 
way—you might not want to call me silly but you can 
call me wrong—that really in a formula which 
accepts need as a reason for weighting, that it is not 
actually accurate to say there is no needs weighting 
for this 24 per cent as if it is outside the whole of the 
general considerations. I would say there is a needs 
weighting being applied and that is the amount of nil, 
which is an amount just as much as any other 
amount. If they say that there are no sufficient 
technical grounds for allocating five per cent or ten 
per cent or whatever as a needs weighting, equally 
there is no ground for the figure “nil”, is there? Is that 
reasonable logic or not? 

(Mr Smith) That is very reasonable and you are 
very far from wrong. I think the nub of the issue here 
is what you take as your baseline in the absence of 
information. The Department has chosen to take as 
its baseline a zero needs weighting. I think we would 
take as our baseline the needs weighting which 
applies in services we do know about and there is a 
difference of view there. I think you have hit on the 
real nub of the issue which is what you take as the 
baseline. My own view is that one should take the 
needs formula we have developed. 

(Dr Carr-Hill) 1 think I would repeat what I have 
said earlier that I find it strange that they have 
adopted a zero needs weighting not only for the kind 
of reasons Mr Smith is saying in the absence of other 
information, if they did not like what we had 
produced as applicable to these areas of community 
services and administration and mental handicap, 
the obvious thing to have done is retain the previous 
weighting and they did not do that either. 


34. Can I explore a bit more on ages and children. 
It may come out in the wash because of 
compensating things on the other side that cancel it 
out but I find it nevertheless quite bothersome. Could 
you suggest appropriate ways of exploring this 
difference. 

(Mr Smith) I think there is a need for the analysis 
of costs and age to be given a greater deal of attention 
perhaps than it has been given up to now. The work 
we did on needs was exposed to quite considerable 
and excruciating scrutiny, quite rightly I think. The 
work that has been done on the age curves has not 
been exposed to that scrutiny, as far as I am aware. 
I think both the age adjustment and, indeed, market 
forces costs adjustment, which we have not talked 
about today, deserve equally close scrutiny because 
they are equally important. 


35. You said one of the reasons why this did not 
matter in the final sums that would go to health 
authorities was because the difference was small but 
the NHS Executive’s figure of 1 and your figure of 
22.1 is an enormous difference. If that kind of 
differential does not make such a_ practical 
difference—and you have already said it is because 
the element is small overall—could it be that the 
element is too small in that the provision is so totally 
inadequate that what you get is a self-fulfilling 
prophecy? It is a small element and the significance of 
the difference in provision or in use here is not 
properly acted on (if you were right and your figure 
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is not being acted on) therefore there is a small use 
because there is a small provision and it is going to 
stay like that. How do we get out of that? Is that a 
reasonable thing to be worried about? 

(Dr Carr-Hill) Yes it is a thing to be worried about. 
We have to emphasise when we do this kind of work 
that we are reliant on existing utilisation and you are 
correct that we could indeed in our statistical analysis 
artificially weight the utilisation of certain services 
differently than the amount that was actually used 
but we did not; we took the utilisation known to us. 
For mental handicap it was six per cent of whole or 
whatever it was. Work of our kind is constrained by 
the current balance between different sectors and 
there is a slight danger as a result. The one departure 
in the way the formula has been implemented, which 
is part of the 24 per cent we have been talking about, 
has been instead of proposing one overall formula to 
substitute for the square root of the standardised 
mortality ratio we propose two formulae for two 
different blocks of services. Although the discussion 
this morning has been about the 24 per cent it could 
equally in some ways have been about the division 
between the 64 per cent allocated to the acute sector 
and the 12 per cent allocated to the psychiatric 
formula. That again was not our decision. It was 
taken on the view of the balance of activity. We 
thought that was a welcome departure because it was 
saying that one could decide that in the future all 
NHS care should be in the community for example 
and therefore we should allocate all the money on a 
community weighting. That would have been 
disastrous in this case because it would have been 
zero. But they could have said separately that maybe 
the majority of the conditions we are moving to are 
psychiatric related, they are that kind of condition 
rather than physical conditions, so we should 
allocate much more money than we currently do to 
that sector. There has been a decision by the 
Department to take our two formulae which apply to 
the current utilisation and the amount of utilisation 
in those sectors and to give them a certain weight, 64 
per cent to acute, 12 per cent to psychiatric and 24 per 
cent to no weight. We have been arguing this 
morning about the no weighting but the ratio itself 
does raise a definite policy issue of how much do we 
give to those blocks. It is something I would have 
thought the Committee would be interested in 
deciding. Taking a specific example you could say 
there should be much more given to mental handicap 
with an appropriate weighting. 

(Mr Smith) I was going to emphasise Dr Carr- 
Hill’s point, which is that it is entirely within the 
power of the Executive in implementing this formula 
to boost the weight given to mental handicap in this 
formula by just increasing proportionately all the 
weights for that particular sector. 


36. Then, of course, any differences would assume 
greater significance. If there is an error in one or other 
it is disguised only because the whole thing is 
compressed anyway into too small an amount. 

(Mr Smith) That is correct. 


37. How would you recommend the Committee, or 
anyone else, should go about exploring the 
differences that you have highlighted on this five to 


15 on mental handicap and the difference in children 
inpatients on the five to 15 ratio? How should we 
look at it? 

(Mr Smith) I think the thing I would like to see is 
the methods used by the NHS Executive and the data 
they have used being exposed to independent 
scrutiny in the way that our needs work was exposed. 


Mr Sims 


38. What is clearly emerging is some of the factors 
which are taken into account in constructing these 
formulae are based on fairly clear data, whereas 
others are somewhat arbitrary in the way in which 
they have been put into the formula and the weight 
given to them. Are there special needs factors such as 
ethnicity or population sparsity which you feel are 
given insufficient attention in your formula or the 
Department’s’ revised formula. If there are, perhaps 
you can suggest how these disparities can be 
remedied. 

(Mr Smith) We tested a range of variables relating 
to ethnicity and to sparsity in our original needs 
work, and with the exception of one ethnicity 
variable which entered the psychiatric model, we 
found no influence of these variables on health care 
utilisation. Having said that, it is important to 
recognise that we were looking at health care 
utilisation and not at health care total costs and it 
may be the case that in rural areas the costs of 
delivering health services are greater than in urban 
areas, or indeed areas with high proportions of ethnic 
populations may have increased costs of delivering 
those services. If that is the case that is an argument 
for examining the costs adjustment which currently is 
called the market forces adjustment but it will not 
affect our needs work. 

(Dr Carr-Hill) There is detailed evidence on both 
sparsity and ethnic minorities suggesting there are 
higher costs in delivering services but that should be 
incorporated in what is called the market forces 
factor rather than in the needs factor. 


39. Presumably in both those dimensions the 
question of the extent to which the particular 
communities choose to access the levels is relevant. 
People may be less inclined to use health facilities if 
they have got to travel a long way to do it. They may 
be less inclined to use them if they find themselves in 
an unfamiliar environment and they are not very 
confident of using it. 

(Mr Smith) In our analysis we could only examine 
actual utilisation. We could not examine the 
utilisation that might have arisen if they had a 
hospital on their door step. It is very difficult to see 
the extent to which one can actually alter the way 
people make use of their health care facilities by 
means of the resource allocation formula. 


Mr Wise 


40. On ethnicity, there are certainly illnesses to 
which some of the minority ethnic groups seem to be 
especially prone. I am thinking of something I have 
learned of recently in my own area about diabetes 
where the national figures show a much higher rate 
of diabetes and the figures I have come across in my 
local area suggest that they might even be grossly 
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understated and the difference is astronomical. I 
would have thought that things like that would mean 
that it would be reasonable to expect and provide for 
a higher utilisation unless there are other things 
where they are less prone and it balances out. Do you 
have any information about that? 

(Dr Carr-Hill) It is not information we used in this 
technical analysis and it is quite a complicated issue. 
It applies both to the minority ethnic and sparsity 
question. One point that should be made for both 
those areas is the kind of data we had available was 
simply inadequate. Essentially the data we were 
using was small area data which is based on a census. 
Whilst in such a questionnaire there are relevant 
questions like, “Is your household overcrowded?”, 
there is no question in the census about, “Is it a long 
way to the shops?” There could be but there is not. 
There is no question and data in the census relevant 
to rural concerns. That is why it is quite difficult to 
address rurality and sparsity in this kind of analysis. 
On the same sort of point there is no question about 
ethnicity in the questionnaire. I know there is a 
question about, “To what ethnic group do you feel 
you belong?” but the correct answer for some people 
would be “Manchester United”. Not many replied 
like that to that question I know but it was not a 
question about ethnicity; it was a question about 
which group you felt you belonged to. It has been a 
contested question and we know that over several 
censuses and the only data that becomes available to 
us for this kind of analysis is the proportion of 
households with Bangladeshi, Indian or Pakistani 
household heads. The kind of conditions you are 
talking about are different between those groups as 
well. You cannot lump together South Asians and 
say they all suffer highly from diabetes. Whilst you 
are correct there are well-known gradients for 
different sub-groups of those populations for those 
different conditions, the data we have available is 
very broad brush and does not easily accommodate 
that. For both those conditions, the sparsity and 
ethnicity, the data in the Census is not a fine enough 
adjustment to be able to tackle those kind of things. 


41. In the case of sparsity it is not so applicable on 
the needs anyway as on the market forces. 
(Dr Carr-Hill) I think that would be right. 


42. You looked at the low birth weight question 
and then it was one of the ones not further 
considered. This surprises me because low birth 
weight both frequently necessitates more immediate 
health care and there is very good scientific evidence 
now, research evidence, that low birth weight can 
have a continuing effect on health status and on 
things which do not show themselves until later life. 
I am quite surprised that that was sufficiently 
encompassed in your five variables that remain. 

(Mr Smith) It is very important to recognise in our 
work that there are many characteristics of local 
populations which are clearly associated with extra 
health problems and low birth weight is clearly just 
one of those. However low birth weight happens to 
be highly correlated with the mortality ratio which 
we used in our analysis and therefore the variations 
in hospital use associated with low birth weight have 
to a large extent been captured by the use of mortality 
ratios. More generally there will be a number of areas 
which people will say have not been incorporated in 
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our formula, for example, housing conditions but 
again the fact is that adverse housing conditions are 
again correlated quite highly with other variables 
which we have included so it is important to 
recognise that the impact of these needs factors may 
well have been captured in our formula. 

(Dr Carr-Hill) Only to reinforce that. If one 
remembers that low birth weight is the factor used by 
the World Bank as an indicator of low socio- 
economic development, the other way low birth 
weight can encapsulate several of the variables we 
have used. We have done it the other way round and 
used variables that are more easily understood. 

Audrey Wise: I can see the point about housing. I 
had not thought about low birth weight being 
captured in the mortality ratio but you are 
probably right. 


Mr Sims 


43. Just reverting to the point we were discussing a 
few minutes ago. I believe previous work suggests 
that ethnicity is relevant in terms of utilisation of 
primary care but it does not appear to be the case in 
secondary care. I wonder if you have suggestions as 
to that. 

(Dr Carr-Hill) There is good evidence that 
ethnicity is associated with high primary care use. To 
a large measure that is to do with difficulties of access 
because of language so that many people make 
repeated visits for the same actual incident. The 
evidence as to whether or not there is higher hospital 
use, the numbers are small so there is not that much 
evidence either way. I would have thought the 
balance of evidence is there is slightly higher use for 
ethnic groups but it would not be enough to make a 
difference in a formula like this. 


Mr Congdon 


44. In your supplementary report, which was 
referred to earlier, you show for the NHS generally 
that funding per head is £421. If we had no 
redistribution for any reason at all, you could argue 
every area would take the population and multiply 
by the formula which would be very simple, very 
straightforward and probably very unfair. For every 
£100 shift in funding that goes on, what percentage 
of the new formula is based on the age related 
change, what is based on need and what is based on 
market forces? I ask that because I am very conscious 
that the criticism that has been levied in the past, and 
is probably still being levied today, is that there is too 
much weighting given to age. Whether that is right I 
do not know. 

(Mr Smith) The extremes of the age weightings are 
that areas such as Worthing and Hastings get about 
20 per cent more for their age weighting than the £421 
that you referred to. 


45. Iam not asking about the extremes. Have you 
got a global picture? 

(Dr Carr-Hill) 1 am afraid it is a complicated 
question and it is a very sensible question because it 
refers to what Peter Smith was saying earlier that far 
too much attention has been paid to the needs 
weighting when there are two other weightings at 
issue. The best way we can say it is to continue what 
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Peter Smith said and say there are areas that gain as 
much as 20 per cent because of the age weighting and 
areas that lose as much as 12 per cent from the age 
weighting and the extremes on the needs weighting 
are a 30 per cent gain and an 18 per cent loss so they 
are both relative to the same £421 amount. I am 
afraid I know next to nothing about the market 
forces factor. 

(Mr Smith) In the market forces factor we can refer 
to the size of factors used for the different zones in the 
South East of England. Inner London receives a 
weighting of 25 per cent more than the national 
average, ie. the utilisation that occurs in London is 
given a 25 per cent higher weighting, whereas the 
whole of the country outside of the South East gets 
6.5 per cent less 


46. How do you assess that? I understand that 
answer and I understand the difficulty in answering 
the question I posed. How does one come to a view 
whether the relative weighting to those three aspects, 
age, need and market forces, is fair or otherwise? 

(Dr Carr-Hill) You are going to get the classic 
answer from an academic that you need more 
research of course! It is a very complicated issue. In 
terms of the kind of adjustments we are looking at the 
rough idea we are giving you is that the differences 
due to age and need are about the same weight. We 
are talking about 20 per cent and 15 per cent either 
way. Market forces are also important but not quite 
so important because we are talking about a shift of 
an average 12 per cent in very gross figures. To 
answer the question you asked which is how do we 
come to a correct view about what that should be, the 
data we have not got is the rather sensible data of a 
group of individuals, follow it over a year, how much 
health care do they use. We do not know the answer 
to that question.” 


47. I think you mentioned Worthing. If you did not 
I usually do because it happens to be in what was 
South West Thames and is in my own area as well. 
One of the interesting things is that Worthing clearly 
gets—and I am not picking on Worthing it is just for 
illustration, and I apologise if it sounds like it—a 
large amount of additional money because of its age 
costs structure and areas such as Wandsworth and 
Croydon do not. What is interesting is the figures 
which I got in a Parliamentary Answer show that 
Worthing, per head of population, actually gets more 
per capita than an area like Croydon, which actually 
surprised me. The question therefore comes back to 
this issue of relative weighting and the justification 
for it, particularly on the elderly. If it gives Worthing 
22 per cent because of the age costs curve that of 
itself, as I understand it, does not take into account 
the fact (and assume here that the market forces 
factor is neutral) that the demands placed on the 
Health Service by an average elderly person in 
Worthing could well be less than the demands placed 
by the average elderly person in Wandsworth or 
wherever. Am I right that it does not take that into 
account and therefore you come back to the crucial 
prep! the differential weighting between age and 
need? 





>The issues raised in this reply are discussed in more detail in 
the York study teams’ technical report to the NHS 
Executive: “Appendix F, Options for Further Work.” 


(Mr Smith) It is very important to understand the 
way these adjustments work. They work together in 
the sense that Worthing in the first instance gets an 
increased 20 per cent because of its age profile but 
that 20 per cent is then shifted down by 7 per cent 
because it happens to be a relatively well-to-do area. 
Therefore the impacts of the needs adjustment is 
effectively to take that age curve and shift it 
downward across the whole spectrum. There is an 
issue there which is that maybe the elderly in 
Worthing are a particularly healthy bunch and the 
national average amount per head for the elderly is 
not appropriate. That might argue for a little bit of 
discretion at the regional level, if they have the 
evidence, to adjust the allocations because Worthing 
has got an exceptionally unusual elderly population. 

(Dr Carr-Hill) I want to reinforce again what Peter 
Smith said which is although the adjustments are 
done together they are also done sequentially:- an age 
adjustment; needs adjustment; and market forces 
adjustment. Essentially, however, the age cost curve 
has been calculated taking average needs across all 
areas. Our needs adjustment has effectively, although 
we have been slightly more sophisticated than that, 
assumed an average age distribution. To reinforce 
what Peter Smith is saying, it is especially important 
to note that as the needs factors we have included are 
those from the census which are applicable across all 
the age range, therefore they are not factors which 
are applicable uniquely to 65-plus-year-olds. It may 
well be the case if we had that kind of variable 
applicable to different age groups in the census, 
which we do not have, that may differentiate strongly 
between, say, Worthing and other areas with equal 
numbers of elderly people. 


48. When the base population of 100, say, for 
Worthing is adjusted because of the age costs 
weighting, it is adjusted proportionately equally 
across the age bands? 

(Mr Smith) That is correct. And it is difficult to 
conceive of any national formula which could adopt 
any other principle to that and if that was felt 
inappropriate within an area then one really needs 
some local means of adjusting allocations to take 
account of that.’ 


49. If you had a much much greater proportion, 
more than the adjustment for needs factor, say, of 
elderly in a place like Worthing who were wealthy 
enough to buy care in a private nursing home where 
their consequent demands on hospital services or 
commuter services in particular could well be less, 
then the age cost factor in that situation would be 
giving too great a weighting to age cost if that 
assumption is correct in terms of Worthing? 

(Mr Smith) Yes, that would be the case if that mix 
of circumstances applied. Again I reiterate that one 
cannot accommodate these sorts of considerations 


3In its technical report to the NHS Executive, the York study 
team stated that its models would be suitable for distributing 
funds directly to District Health Authorities, without the 
intervention of a regional tier. however, it also noted that 
“no national formula is likely satisfactorily to capture all the 
subtleties of variations between a large number of Districts” 
(paragraph 7.16). It therefore recommended retention of a 
system for adjusting allocations to Districts in the light of 
local circumstances, where necessary. This function is 
currently fulfilled by the Regional Health Authorities. 
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into a national formula feasibly and instead one 
needs this local discretion to use common sense in 
those sorts of circumstances. 


Mr Bayley 


50. I know the market forces factor is not the thing 
you have been working on, but the other academics 
and no doubt the Department of Health and others 
will comment on your work. I would like to ask you 
a question about the way the market forces factor 
works. The final page of the Department’s booklet 
sets out the health authorities which fall into each of 
the four zones under the market forces factor. I 
recently asked a Parliamentary Question which gave 
me an index of the salaries of the comparator new 
earning service occupational groups which were used 
to find out what the market pay rate was for nurses, 
for administrative and clerical staff, for ambulance 
staff and so on in each of those health authorities. It 
seems to tell me that there is a significant variation in 
the market rate of pay in each of the bracketed zones. 
Do you think this is an issue that this Committee 
should examine to see whether all the authorities that 
are in zone one should be in or, indeed, whether any 
of the zone two authorities should be in zone one; in 
other words, to look at whether the borders between 
the four zones are drawn in the right place? 

(Mr Smith) I think there is a more general issue 
here to do with the relative costs of delivering a 
standard level of health care across the country. 
There are two issues: one is the technical work 
underlying the market forces factor currently 
satisfactory. I fear that we have not been able to 
examine that work and we can make no judgment on 
that and, again, all we can say on that issue is that it 
would be very helpful to have that exposed to expert 
scrutiny. The second issue is are there other factors 
other than the market forces in London and the 
Southeast which affect health authorities’ ability to 
deliver a standard level of care at a standard cost. 
That is, are there cost variations that occur between 
areas other than the market forces adjustment. One 
can point to evidence, for example, that there are 
possibly extra costs in rural areas. There may be extra 
costs associated with ethnicity and there may be extra 
costs caused by the difficulties that some areas have 
of attracting staff in shortage specialities. There may 
be a whole range of cost variations across the country 
and clearly those should be examined in addition to 
the clear problems that also arise in London. To 
answer your question directly, I fear we are not in a 
position to be able to say whether the weights that are 
currently used are adequate. 


51. Can you tell our Committee a little bit about 
the work which I understand you are doing on the 
resource allocation formula for family health 
services? What stage is that at and will that have any 
bearing on the funding in the future? Do you think 
it will have any bearing on the funding for hospital 
services and community health services? 

(Dr Carr-Hill) Mr Bayley is referring to work that I 
was commissioned to do on the analysis of the fourth 
national morbidity survey of general practices in 
1991. This is a survey of all consultations with 60 
practices over the year, the consultations, therefore, 
of half a million individuals, so it is a substantial data 
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set. The work was to identify which were the socio- 
economic factors related to consultation. The 
difference being in that case that I had data on 
individuals rather than data relating to small areas. 
The terms of reference at the time I was asked to do 
the analysis specifically excluded the resource 
allocation formula for primary care, but, 
subsequently, ie. within the last couple of months or 
so, I have been asked to look at would it be possible 
to develop a resource allocation formula for primary 
care on the basis of the work that we had done which 
had identified socio-economic factors related to 
levels of consultation. The socio-economic factors, 
you would not be surprised to hear, are rather similar 
to the ones that we have identified here. I suppose the 
prior judgment in the academic community is that it 
would be quite difficult to reach a resource allocation 
formula for a general practice. There are two reasons 
for that. Firstly, it is quite a small number of people. 
The average general practice in this country has 
about 10,000 individuals registered with it. Even 
though we have green finger statisticians this side of 
the table, we still have standard errors of variations 
and things go wrong. Even so, there are variabilities 
and difficulties at that level because the numbers are 
small. That is one reason. The second reason is that 
there is a presumption based on American and Dutch 
evidence that if we give intelligent GPs a formula 
which says, “If you have got someone who is like that 
you will get more money; if you have got someone 
who is like that you will get less money”, then they 
are liable to be rather selective in the kind of patients 
they choose to continue with and those they choose 
not to continue with. That is a presumption based 
upon American and Dutch evidence. There is no 
immediate evidence available in the United Kingdom 
to my knowledge. That is always a worry, it is always 
a concern and it would have to be investigated and 
understood. On the basis of those two presumptions, 
one that is a rather small number to provide resource 
allocation for and, secondly, there is a danger of what 
is called “cream skimming”, the presumption has 
been that it is difficult to provide a resource 
allocation formula at that level. At least in terms of 
the work I have done, in terms of the first concern— 
we are not able to predict sufficiently well for that 
small number of people—I think that is probably not 
correct. I think you can now predict sufficiently well 
to be able to talk about resource allocation formally 
at that level of general practices. Given the danger of 
what is called “cream skimming”—ie. the selection of 
individuals, cherry picking of the best patients, or 
even if you have got someone who has the 
characteristics which give you more money, selecting 
those who are actually, as it happens, the Worthing 
elderly rather than the non-Worthing elderly—it is 
probably sensible to think that one could probably 
move towards the resource allocation formula at the 
level of, say, the Family Health Service Authority 
which is a similar level of allocation that we are 
talking about in this context, giving discretion to that 
Family Health Service Authority as to exactly how it 
applies that resource allocation formula to general 
practices. In conclusion, what I am saying is that I do 
think one could move to the resource allocation 
formula for general practices but it would have to 
allow discretion at the level of the Family Health 
Service Authority. 
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52. The debate about health care in London has 
focused a great deal on the shortcomings of primary 
health care in London and I think there is a similar 
feeling that most inner-city areas have unacceptably 
poor primary health care services. In broad terms 
your hospital needs funding formula shifted 
resources from Shire counties into metropolitan 
areas. You said that if you had such a formula for 
family health service expenditure it would be likely to 
come up with broadly the same sort of conclusion. If 
one funded Family Health Services Authorities on 
that basis, do you think the use of a needs based 
formula for family health services would help to 
address some of the problems of poorer quality 
primary health services in inner-city areas or is that 
jumping too far? 

(Dr Carr-Hill) It is jumping too far. You have got 
to remember that one of the problems with the 
resource allocation formula is that they are exactly 
that, they allocate resources, they do not say how 
resources should be spent. It is certainly a problem 
with what is called the current deprivation payment 
in primary care. General practices will get a 
deprivation payment because people who are 
registered with them live in areas which are called 
“deprived”, but we do not know whether they use 
that extra money to provide a better quality service. 
There is no incentive system to say, “If you provide 
a better quality of service for those deprived then you 
will carry on getting that payment,” or something 
like that. There is no such scheme, although it is 
probably the case that if they were to implement a 
resource allocation formula following along the kind 
of analysis that we have done of the primary care 
data then there would be probably a similar kind of 
shift. It does not follow that the services will improve. 


53. Having published the new formula for funding 
the Health Service with an implication of re- 


metropolitan areas, the Department of Health this 
year allocated each regional health authority the 
same 4.4 per cent increase and the Secretary of State 
said that represented 0.85 per cent growth in real 
terms. Is not the consequence of doing that that the 
relatively over-funded areas in relation to needs, 
according to the Department of Health’s formula, 
will remain equally over-funded and the relatively 
under-funded areas will remain equally under- 
funded? Should we not as a Committee be seeking to 
establish just how long it is going to take to move 
from where we are now to where the Department of 
Health believes on the basis of health needs we ought 
to be? 

(Mr Smith) Clearly the speed at which the 
executive moves towards the targets implied by our 
work is ultimately an administrative and a political 
decision. You are quite right, the decision to take no 
account at all of the new targets in the current 
allocation suggests a rather long-time horizon in 
which the new targets will be reached. Having said 
that, my understanding is that the new formula is 
being used at the sub-regional level, allocations 
within regions, and that also district health 
authorities are using the new targets in their long- 
term strategic planning. I believe it is having an 
impact already. 

Chairman: Mr Smith, Dr Carr-Hill, can I, on 
behalf of the Committee Members, thank you both 
very much indeed for coming before us this morning 
and for answering our questions in such a clear and 
detailed way. We are certainly more knowledgeable 
at the end of the session than we were when we 
started. Thank you very much indeed for your time 
and, of course, we shall look at the evidence that you 
have presented to us very carefully. Thank you very 
much indeed. 


distribution broadly from Shire counties to 
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NEw APPROACHES TO WEIGHTED CAPITATION 


One of the most important objectives of the NHS is to ensure equity of access to health care on the basis 
of need. An essential prerequisite for achieving this goal is to ensure that NHS finance is distributed between 
local health authorities in proportion to the relative health care needs of their local populations. For many 
years after the NHS was created in 1948, this was a relatively neglected area of policy and many of the pre- 
NHS variations in the local availability of health services persisted. Since the publication of the RAWP report 
in Aad however, greater efforts have been made to ensure that health care resources are distributed more 
equitably. 


Many of the principles identified in the RAWP report in 1976 continue to influence contemporary 
approaches to the allocation of resources. The relative needs for health care finance of different areas continue 
to be seen as a function of three factors: 


— the age structure of the population; 
—  nationally-available indicators of local health care needs; 
— the influence of special factors in some parts of the country. 


As part of the Working for Patients reforms, RAWP was modified in the early 1990s. It is now generally 
referred to as a system of weighted capitation, which is responsible for allocating about 70 per cent of the 
total NHS budget for England (£23 billion in 1995-96) to regional health authorities (RHAs) on the basis of 
an assessment of their relative needs. RHAs have to date had responsibility for distributing the allocations 
to their district health authorities. However, this system is about to undergo radical change. At the beginning 
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of 1993 the Secretary of State for Health announced a review of weighted capitation. Coincidentally, however, 
this review has been taking place at the same time as the organisational structure of the NHS is itself 
undergoing further change. In future, financial allocations will be made directly to local health purchasers, 
by-passing the regional tier of the NHS. 


The purpose of this note is to summarise the changes to weighted capitation announced in the autumn of 
1994. It is in three parts. To begin with, existing and proposed methods of calculating relative health care 
needs are illustrated. Next, certain special adjustments to weighted capitation which are primarily directed 
at specific parts of the country are explained. Finally, an overall assessment of the impact of the proposed 
changes on different types of health area is outlined. 


To facilitate comparison of changes in weighted capitation we make use of a comparative framework. 
Using the statistical technique of cluster analysis, the 145 district health authorities which existed in 1993-94 
are grouped together in a way which more easily facilitates assessments of the different elements of the 
changes. We identify 11 clusters of areas such as inner city deprived, urban, high status rural and retirement 
and resort. One of the advantages of these groupings is that they not only provide a means of comparing 
different health areas in England but they also distinguish between types of London area and their 
comparators in other parts of the country. A list of health authorities in the various clusters is shown in 
Annex 1. 


HEALTH CARE NEEDS 


The most important objective of weighted capitation is to distribute NHS resources in proportion to the 
relative needs of the populations of health purchasing authorities. This process of needs assessment is done 
in two ways. First, national data about the use of services by different age groups are used to take account 
of variations in the age structure of different areas. Second, additional needs indicators are identified by 
relating age-adjusted data about the use of hospital services at the local level to area characteristics such as 
socio-economic and health status data. 


It was widely believed that the previous method of adjusting for variations in the age structure of local 
populations gave too much weight to elderly people. Table 1 shows how the index has been amended. In 
general the new proposals will redistribute resources to those areas with a relatively younger age structure. 
Health authorities in rural and resort & retirement areas are the principal losers. On the face of it, this appears 
to be a sensible change, but the methods used by the DoH are not widely understood and merit closer and 
more critical scrutiny. 


The changes to the second element of determining the relative health care needs of local areas are very 
complex. They are based on a sophisticated statistical analysis of data about the utilisation of hospital services 
at a small area level. Previously, the only need factor accepted as legitimate in addition to age was the 
standardised mortality ratio of people under the age of 75. One major criticism of the previous approach was 
that it failed to take sufficient account of the needs of the most deprived areas. Detailed analysis undertaken 
by the University of York suggests that other indicators of morbidity and socio-economic circumstances must 
be taken into consideration in different ways for particular kinds of hospital utilisation. 


There are three major changes to the assessment of non-age related health care needs in the recently- 
announced approach to weighted capitation. First, it makes use of the analysis undertaken by the University 
of York, which is widely acknowledged to be the most impressive and sophisticated undertaken so far in this 
field. Second, different sets of need indicators have been produced for different groups of hospital utilisation; 
the main ones are general & acute and psychiatric. Prior to 1994, it had proved possible only to look at a single 
group of in-patient episodes. Now it is possible to produce prediction equations for different combinations of 
episodes. The downside is that it is difficult to choose between some of the combinations on the basis of purely 
statistical criteria. This raises a question about which one is most appropriate. Third, the existence of more 
than one indicator of needs raises a question about how they should be combined for resource allocation 


purposes. 


Table 2 illustrates some of the choices that are available in relation to the determination of non-age related 
needs. The impact of special factors such as market forces will be considered below. First, columns 1-3 of 
Table 2 illustrate the extent of the changes proposed by the DoH in relation to specific groups of health 
authorities. We refer to this option as N1. The main beneficiaries are inner city areas whereas the more affluent 
suburban and rural areas are losers to varying degrees. Most observers believe that the changes implemented 
by the DoH move resources in the appropriate direction. The question is: do the changes go far enough? For 
the first time the DoH has decided that a substantial part of HCHS spending should be allocated without 
any weighting for needs. This has the effect of diluting the redistributive impact of the York proposals. The 
department also chose to use the York “psychiatric” model rather than the combined “psychiatric and 
elderly” one for no very obvious reason. Both of these decisions made by the DoH can be challenged and 
alternatives considered. We illustrate the range of choices open to the Department by presenting three options 
(N2, N3 & N4) in columns 4-9 of Table 2: 
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— N2uses the York “elderly and psychiatric” model in preference to the “psychiatric alone” but leaves 
24 per cent of spending unweighted; 


— N3 uses the “psychiatric” model but the unweighted element of HCHS spending is given the acute 
weighting; 

— N64 uses the “elderly and psychiatric” model and allocates the unweighted element of HCHS 
proportionately between the two models. 


We believe that option N4 is at least as plausible as the decisions announced by the DoH, which are shown 
as N1. However, N4 is much more redistributive. For example, Table 2 shows that inner London would gain 
by 14.2 per cent under option N4 compared with 8.5 per cent under the DoH proposals. Similarly, other inner 
city areas would gain by 6.7 per cent rather than the 3.1 per cent proposed by the DoH. 


Overall, the recommended changes to weighted capitation represent an increase in the importance of non- 
age-related needs factors and a decline in that of age-related factors. Under the previous needs formulation, 
across the whole country, the age-structure adjustment accounted for 47 per cent of shifts in the weighted 
capitation index at the district level whereas other needs accounted for 53 per cent. Under a range of 
assumptions, the new weightings result in a shift to 30-36 per cent of changes in the index due to age and 
64-70 per cent due to other needs factors. 


Previously, as shown in column 1 of Table 2, the main beneficiaries of the combined health care needs 
elements of weighted capitation were the resort and retirement areas which gained on average by 11.7 per cent 
compared with their actual population. Inner city deprived areas outside London gained almost 9 per cent 
whereas inner London only benefited by 1 per cent. The biggest losers—by more than 15 per cent—were 
health authorities in the high status rural cluster. 


SPECIAL FACTORS 


Prior to 1995 a series of adjustments—the London Weighting (LWF) and Market Forces (MFF) factors 
and the Thames Special Adjustment (TSA)—compensated the South East in general, and London in 
particular, for higher than average labour costs and the extra needs generated in the capital city by factors 
such as homelessness, commuting and tourism. On the basis of certain reasonable assumptions, we estimate 
that the net effect of these additional changes was to increase the average target allocations to London health 
authorities by more than 15 per cent at the expense of all other areas. 


Two changes have now been made. The first involves the replacement of the LWF and MFF by a new single 
market forces adjustment. This implies some redistribution of resources within London, and an overall 
reduction for the capital as a whole. 


The second change is to abolish the TSA. No good reason is given for this proposal and there are grounds 
for believing that the reasons which led to its introduction in the first place remain valid today. 


The impact of the changes proposed by the DoH are illustrated in Table 3. Column 1 shows the impact of 
the previous formula—over and above the age-related and other needs factors. London health authorities 
benefited by on average almost 16 per cent whereas other areas lost by up to 3.3 per cent. Column 2 shows 
what the DoH now proposes. London still gains but not by as much as previously. Some other areas lose a 
little more, but high status rural areas and dormitory towns now gain by about 3 per cent. The consequences 
if the Thames Special Adjustment was retained are shown in Column 3. London would gain an extra 18 per 
cent compared to the 14 per cent recommended by the DoH. 


OVERALL EVALUATION 


What is the impact of all the changes proposed by the DoH, and how do these compare with some of the 
alternatives we have canvassed? Table 4 illustrates some of the possibilities. 


Column | of Table 4 (HO) shows the estimated impact on different types of health authority of all three 
elements of the previous weighted capitation formula. Over and above shares on the basis of crude population 


estimates alone, Inner London is thought to have gained by about 17 per cent and high status rural areas lost 
by a similar amount. 


Column 2 (H1) illustrates the changes recently announced by the DoH. Inner London is the main 
beneficiary and gains a further 9 per cent. Somewhat more suprisingly, high status rural areas benefit by about 
4 per cent relative to their previous position, although they remain the largest “losers”. 


Columns 4 and 5 (H2 and H3) illustrate what the effect would be of modifying some of the assumptions 


made by the DoH as previously discussed. Our judgement is that a reasonable assessment of needs probably 
lies somewhat between the two options H2 and H3. 
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Under any of the four options, Inner London stands to be the main beneficiary. Its weighted population 
would increase from 117.1 per cent of its actual population under the present system of weighted capitation 
to between 127.9 and 139.5 per cent on the basis of the options presented. In contrast, rural areas would see 
their weighted population reduced from 98.3 to between 92 and 95.1 per cent. 


Table 5 translates the indices of Table 4 into cash allocations using the total amount available for weighted 
capitation in 1995-96 as the base. The main beneficiaries are inner city areas which stand to gain up to £350 
million depending on the option chosen, whereas rural areas could lose in excess of £213 million. 


UNRESOLVED QUESTIONS 


The new approach to weighted capitation has much to commend it, but there are grounds for believing 
that the long-standing commitment “to ensure an equitable distribution of resources” is being diluted by a 
Ministerial emphasis on “safeguarding continuity and stability in the NHS” (FDL (94) 68). More generally, 
there are a number of specific questions which merit closer scrutiny. Some of these are set out below. 


1. Is the age-cost adjustment sufficiently transparent? Is further research needed? 


2. Did the DoH allow the University of York team sufficient time to produce the best possible need 
indicators? For example, was sufficient account taken of ethnicity? 


3. Is the DoH decision not to give a need weighting to one-quarter of HCHS expenditure acceptable? 


4. Can an acceptable way be found of taking account of special needs in different parts of the country, eg. 
homelessness in London? 


5. Does it make sense to allocate resources for hospital services without taking account of the availability of 
complementary and potentially substitutable services such as general practitioners and continuing care 
facilities? 


ANNEX 1 
CLUSTER GROUPS BASED ON 1993-94 DHAs 


Inner London 


Kensington, Chelsea and Westminster 
East London and the City 

Camden and Islington 

South East London 

Wandsworth 


Mixed Status London 


Brent and Harrow 

Ealing, Hammersmith and Hounslow 
Redbridge and Waltham Forest 

New River District 


Outer London 


Barnet 

Hillingdon 

Barking and Havering 
Bexley 

Greenwich 

Bromley 

Croydon 

Merton and Sutton 
Kingston and Richmond 
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Inner City Deprived 


Gateshead 
Newcastle 

North Tyneside 
South Tyneside 
Sunderland 
Bradford 

Leeds 

Sheffield 

East Birmingham 
West Birmingham 
South Birmingham 
Liverpool 

North Manchester 
Central Manchester 
South Manchester 
Salford 


Urban Areas 


Hartlepool 

North Tees 

South Tees 

West Cumbria 

North Durham 

South Durham 
Grimsby and Scunthorpe 
West Yorkshire 
Wakefield 

Southern Derbyshire 
Leicestershire 

Barnsley 

Doncaster 

Rotherham 

North Nottinghamshire 
Kettering 

North Staffordshire 
Coventry 

Dudley 

Sandwell 

Walsall 
Wolverhampton 

Halton 

St Helens and Knowsley 
Preston 

Blackburn, Hyndburn and Ribble Valley 
Burnley, Pendle and Rossendale 
Bolton 

Oldham 

Rochdale 

Tameside and Glossop 
Wigan 


Resort and Retirement Areas 


Canterbury and Thanet 
East Sussex 

Chichester 

Worthing 

Dorset 

Isle of Wight 

Plymouth and Torbay 
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Southport and Formby 
Lancaster 
Blackpool, Wyre and Fylde 


High Status Surburban 


South West Hertfordshire 

East and North Hertfordshire 

North Essex 

Maidstone 

Mid Downs 

Portsmouth and South East Hampshire 
Southampton and South West Hampshire 
Bath 

East Berkshire 

Bristol and District 

Gloucestershire 

North Birmingham 

Solihull 

Chester 

Wirral 

Stockport 

Trafford 


High Status Rural 


Huntingdon 

North Bedfordshire 

Basingstoke and North Hampshire 
Buckinghamshire 

Oxfordshire 


High Status Urban 


Nottingham 

South Bedfordshire 
South Essex 

Dartford and Gravesham 
Medway 

Swindon 

Northampton 

Mid Staffordshire 

South East Staffordshire 
North Worcestershire 
Warwickshire 

Crewe 

Warrington 

South Sefton 

West Lancashire 

Chorley and South Ribble 
Bury 


Rural Areas 


East Cumbria 
South Cumbria 
Northumberland 
East Riding 

North Yorkshire 
North Derbyshire 
North Lincolnshire 
South Lincolnshire 
North West Anglia 
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Norwich 


Great Yarmouth and Waveney 


Suffolk 
South East Kent 
Salisbury 


Cornwall and the Isles of Scilly 


Exeter and North Devon 
Somerset 

Herefordshire 

Worcester and District 
Shropshire 


Dormitory Towns 


Cambridge 

North West Hertfordshire 
Tunbridge Wells 

Mid Surrey 

East Surrey 

North West Surrey 

South West Surrey 
Winchester 

West Berkshire 
Macclesfield 


The Effect of Changes in the Age-Cost Weighting 





Cluster Groups 


Table 1 


Previous 
Index 
(1) 

Inner London 93.0 
Mixed Status London Le) 
Outer London 99.8 
LONDON 96.4 
Inner City Deprived 99.0 
Urban Areas 97.4 
Resort and Retirement Areas 117.4 
High Status Suburban 100.0 
High Status Rural 92.1 
High Status Urban 96.0 
Rural Areas 104.9 
Dormitory Towns 98.8 











Per cent 
New Change in 
Index Index 
(2) (3) 
94.8 1.9 
96.7 Ls 
100.0 0.2 
97.4 1.0 
99.2 0.2 
97.8 0.4 
114.2 —2.7 
100.0 —0.0 
93.6 NF} 
96.7 0.7 
103.8 —1.0 
99.0 0.2 
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Table 2 


The Effect of Changes in the Combined Age-cost and Non-age Needs Index 





Cluster Groups Option Option Option Option 
NI percent N2_ percent N3_ percent N4 __ percent 
Previous New Change New Change New Change New Change 
Index Index in Index Index inIndex Index in Index Index in Index 


(1) (2h) (3) (4) (5) (6) (7) (8) (9) 


Inner London 101.0 109.6 8.5 110.4 Sou kt eee 1) 30 11 Sane lao 


Mixed Status London 94.4 100.2 6.2 5,2 101.3 7.3 100.5 6.4 102.8 8.9 
Outer London 95.1 96.0 1.0 96.4 1.3 94.6 -0.5 95.2 0.1 
LONDON 96.8 101.5 4.9 102.2 5.7 102.0 5.4 103.8 14 
Inner City Deprived 108-8 112-2 5.1 112.1 3.0 115.4 6.0 116.2 6.7 
Urban Areas 103.6 104.1 0.5 104.2 0.6 106.0 2.4 106.2 2:5 


Resort and Retirement LET wench ion —1.4 109.9 -1.6 109.0 -2.4 108.6 2.8 
Areas 


High Status Suburban 95.9 94.0 -1.9 94.1 -1.9 9235) +315 92.2 -3.9 
High Status Rural 84.6 83.3 -1.6 83.2 -1.7 80.6 48 79.9  -5.6 
High Status Urban 95.9 94.2 -1.8 94.2. -1.7 93.7. 2.3 93.5 -2.5 
Rural Areas 101.4 98.9 -2.5 98.3 -3.1 97.9 -3.5 96.5 -48 
Dormitory Towns 89.6 86.8  -3.2 86.5 -3.5 83.4 -6.9 82.6 -7.9 


N1 This needs option is that chosen by the DoH: it uses the York acute equation (Table 6.5) plus the 
psychiatric equation (Table 6.8) with a weighting of 64:12:24 for acute to psychiatric to unweighted. 


N2 This needs option uses the York acute equation (Table 6.5) plus the elderly and psychiatric equation 
(Table 6.10) with a weighting of 56:20:24 for acute to elderly and psychiatric to unweighted. 


N3 This needs option is similar to N1 but the unweighted element is given the acute weighting: so it is an 
88:12 weighting between acute (Table 6.5) and psychiatric (Table 6.8). 


N4 This needs option is similar to N2 but the unweighted element is given mixture of acute and psych/eld 
weighting: so it is a 76:24 weighting between acute (Table 6.5) and elderly and psychiatric (Table 6.8). 


Table 3 


The Effect of Changes on Special Factors on the Weighted Capitation Index 


Cluster Groups Previous Change in Change in 
change in capitation capitation 
capitation due to due to 

due to special factors special factors 
special factors S1 S2 
(1) (2) (3) 
per cent per cent per cent 

Inner London 15.9 16.7 21.1 

Mixed Status London 17.0 13.2 18.6 

Outer London 14.5 11.4 14.9 

LONDON 15.7 13.7 18.1 

Inner City Deprived —3.3 4,2 -5.1 

Urban Areas 3.3 4.4 5.3 

Resort and Retirement —  =1.4 —-0.7 —1.2 

Areas 

High Status Suburban -1.9 —0.3 -0.9 

High Status Rural —2.6 ih 1.9 

High Status Urban —2.0 -1.8 —2.4 

Rural Areas -3.1 -3.9 4.7 

Dormitory Towns —0.7 3.0 2.6 


S1 This is the new Market Forces Factor 


S2 This is the new Market Forces Factor + the Thames Special Allowance 
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Table 4 


The Effect of all changes including Age-cost and Non-age Needs Index, and Special Factors 











Cluster Groups % Change % Change % Change 
HO H1 relative to H2 relative to H3 relative to 
Previous New previous New previous New previous 
Index Index index Index index Index index 
(1) (2) (3) (4) (5) (6) (7) 
Inner London 117.1 127.9 9.2 134.6 14.9 139.5 19.1 
Mixed Status London 110.4 113.4 20 116.3 o:3 121.8 10.3 
Outer London 108.9 107.0 -1.8 106.1 —2.6 109.3 0.4 
LONDON 111.9 115.5 3.2 118.1 5.5 122.5 9.4 
Inner City Deprived 105.3 107.4 2.0 inZ 5.6 110.2 4.7 
Urban Areas 100.2 99.5 -0.7 101.4 1.2 100.5 0.3 
Resort and Retirement 110.1 109.3 -0.7 107.8 —2.1 107.3 —2.6 
Areas 
High Status Surburban 94.0 93.8 0.3 91.9 —2.3 91.3 —2.9 
High Status Rural 82.5 85.6 3.8 82.1 0.4 81.4 —1.2 
High Status Urban 94.0 92.5 -1.6 9177 —2.3 91.2 3.0 
Rural Areas 98.3 95.1 —3.3 92.8 5.6 92.0 -6.4 
Dormitory Towns 89.0 89.4 0.5 85.0 4.4 84.7 4.8 


HO The previous formula. 

H1 The new DoH formula: Needs Option N1 and Special Factors Option S1. 
H2 Needs Option N4 and Special Factors Option S1. 

H3 Needs Option N4 and Special Factors Option 82. 


Table 5 


Financial Implications 





Cluster Groups Change Change Change 
HO H1 compared H2 compared H3 compared 
Allocations Allocation toH0O Allocation toH0O Allocation to HO 
(1) (2) (3) (4) (5) (6) (7) 
£m £m £m £m £m £m £m 
Inner London 1,225 1,338 113 1,408 183 1,460 234 
Mixed Status London 1,067 1,096 29 1,124 57 LTT 110 
Outer London 1,416 1,391 —25 1,379 —37 1,422 5 
LONDON 3,709 3,826 117 3,911 203 4,058 349 
Inner City Deprived 2,437 2,486 49 2,574 137 mood 114 
Urban Areas 4,640 4,608 —33 4,698 58 4,655 15 
Resort and Retirement 1,781 1,768 —13 1,743 —38 1,734 —47 
Areas 
High Status Surburban 2,962 2,954 -8 2,894 —67 2,876 —86 
High Status Rural qS7 780 28 748 3 742 ~9 
High Status Urban Daze 2,284 —37 2267 —54 2.253 69 
Rural Areas S322 A212 —110 3,136 —186 3,108 —213 
Dormitory Towns 1,101 1,106 5 1,052 49 1,048 —§53 
LONDON 23,024 23,024 23,024 23,024 





HO The previous formula. 

H1 The new DoH formula: Needs Option N1 and Special Factors Option S1. 
H2 Needs Option N4 and Special Factors Option S1. 

H3 Needs Option N4 and Special Factors Option 82. 
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Memorandum submitted by Dr James Raftery, Senior Health Economist, 
Wessex Institute of Public Health [PE 13] 


THE REVISED NHS CAPITATION FORMULA: AN ANALYSIS OF ITS COMPONENTS, A HYPOTHETICAL COMPARISON 
WITH THE PREVIOUS FORMULA, AND THE IMPLICATIONS FOR ONE LONDON HEALTH AUTHORITY 


INTRODUCTION AND SUMMARY 


This note reviews the recent change in the formula for capitation funding in the NHS. Section 1 briefly 
discusses approaches to capitation funding. Section 2 compares the new and old formulae simple unweighted 
capitation. Section 3 draws on the experience of Merton, Sutton & Wandsworth Health Authority (MSW). 
Section 4 discusses the issues raised by the trend to funding different sized populations. Section 5 draws some 
conclusions. 


In summary, methods of NHS capitation funding have developed in a pragmatic way, which became more 
complex as they attempted to deal with the differences between smaller populations due in turn to moves 
toward a single formula for funding DHAs first by RHAs and due to the abolition of RHAs, by the NHSE. 


A hypothetical! comparison between the old and new formula shows a dramatic shift in the composition 
of the top gainers. In the new formula, ten of the fifteen DHAs gaining more than 10 per cent (compared to 
a simple capitation based on the size of populations) and urban DHAs, eight of which are in London. The 
biggest contributing factor to the London DHAs was the new Market Forces Factor (MFF), followed by the 
needs adjustment. Each of the urban DHAs lost from the age adjustment. In the old formula, London DHAs 
were not major gainers but some RHAs may have provided additional support for some DHAs. 12 DHAs 
lose more than 10 per cent, most of whom would have been large losers under the old formula. 75 per cent 
of DHAs have a change of less than +/— 10 per cent due to the weights. 


The experience of Wandsworth HA, a major loser under the former capitation formula is complicated by 
its merger with Merton and Sutton HA. The new Merton, Sutton and Wandsworth (MSW) DHA is one of 
the eight London DHAs gaining more than 10 per cent due to the weighting in the new formula, due mainly 
to MFF. The effect of MFF is less than for some other London DHAs, however, due to the allocation of 
MSW pay zone two. The result is that one of its major providers, St. Georges in Tooting, along with Charing 
Cross and Hammersmith hospitals are deemed some 10 per cent less expensive than similar hospitals in zone 
one such as Kings in Camberwell, and hospitals in Lewisham and Newham. Although some of the main 
problems due to capitation have been eased in MSW, problems remain to do with funding smaller scale 
purchasers within the District, including one pilot Total Fundholder. These problems with sub-District 
capitation are replicated around the country and deserve attention. 


The overall conclusion is that the new formula marks a big improvement, notably in its modelling of need. 
However, much greater explicitness is required as to how the adjustments for age and market forces have been 
developed, particularly as the latter have a large effect on some DHAs, notably in London. Further the 
interface between the NHS and the private healthcare sector demands attention as does the interface with 
social care. 


SECTION 1—BACKGROUND TO CAPITATION 


Although capitation funding is often seen as fundamental to the NHS, it is a fairly recent development 
arising from concerns with geographical equity between north and south in the early 1970s. The history of 
capitation funding is important because policy has evolved to meet problems in a pragmatic manner. No 
theory exists as to the correct method. Despite theoretical attractions in healthcare funding via capitation 
(principally disincentives to over-treat), few countries employ capitation funding for their entire healthcare. 
Health Maintenance Organisations in the US use a form of capitation funding but only for self-selected 
populations. Capitation funding is a distinctive aspect of the NHS, long pre-dating the recent reforms but 
accentuated by them as purchasers struggle to understand how their allocations are set. 


The first Resource Allocation Working Party (1976) favoured a simple approach to funding of the 14 
RHAs based on the number of people in the population of each. Since RHAs were relatively large with 
populations of around three million, they differed relatively little in terms of age structures or “need”, 
however measured. A simple capitation formula based on the size of the population was largely adequate. 
Gradually three refinements were introduced: 


(i) an age adjustment reflecting different levels of service use by age, 


! Only a hypothetical comparison is possible as there have been many changes, notably the merging of DHAs both with each 
other and with FHSAs, the existence of different formulae for sub-regional allocations, which sometimes included factors in 
addition to age, need and market forces. The comparisons presented here rely on published material on the new formula, and 
employ the most reasonable assumptions possible about the old formula, which is referred to throughout as hypothetical. 
Conclusions about the old formula should be therefore treated with some caution. This draws on work in progress by the author 
with Mr Nick Bruce in Merton, Sutton and Wandsworth HA. 
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(ii) a needs adjustment to reflect differences in morbidity, and 
(iii) a variety of adjustments to reflect market forces or the higher costs in some areas. 


Problems arose when RHAs took the logic of capitation a stage further to determine the funding of District 
Health Authorities using sub-regional capitation. Having populations of around 250,000 these DHAs had 
greater differences in terms of age structures, need and costs. On age, RHAs appear to have generally applied 
the age cost weights which applied in the national formula. RHAs took a variety of different approaches to 
need, leading to a voluminous literature. Part of the controversy over the appropriate adjustment for need 
arose from relatively large adjustments that the age adjustment brought about, which were of roughly similar 
magnitudes as those for need. 


The adjustment for market forces came later and has received much less attention. London Weighting was 
the first such adjustment with non-Thames RHAs top-sliced to fund this additional cost in the Thames RHAs. 
An additional market forces adjustment was introduced in the mid 1980s to compensate RHAs for the higher 
staff costs in London. This sum was based on comparisons of a relatively small tranche of NHS staff with the 
private sector. Although the logic implied RHAs passing this money on to the relevant London DHAs, 
practice varied by RHA. South West Thames RHA distributed both the market forces adjustment and the 
Thames one per cent to DHAs on the basis of London Weighting. 


A more general point concerns the coverage of capitation funding. Two topics have been excluded from 
capitation funding, with very little consideration of the implications—private healthcare and social care. The 
exclusion of private healthcare has been assumed on the basis that the NHS is a national service available to 
all and that private healthcare is a matter for individual discretion. Yet from a funding perspective, a DHA 
that had a relatively high proportion of its population using and paying for private healthcare would have 
much less pressure on its services than one with a population with less private healthcare. This could be 
particularly important with elective surgery since up to one third of some procedures are carried out in the 
private sector. Without a knowledge of the degree to which the private sector is a substitute or a complement 
to the NHS, it is difficult to assess the implications. 


The interface with social care also deserves attention. Again the issue has to do with the degree of 
substitution between healthcare and social care. Some substitutability seems likely, particularly among the 
elderly and the mentally ill for both of whom appear to be able to live outside of institutions if a certain 
minimum support is provided. The implications for having separate funding formulae for health and social 
services has been little studied. 


SECTION 2 


COMPARISON OF (HYPOTHETICAL) OLD AND (ACTUAL) NEW CAPITATION FORMULAE WITH SIMPLE (UNWEIGHTED) 
CAPITATION 


As shown in Table 1, both the old and new formulae depend on three factors in addition to the crude size 
of the population? used in simple capitation: age structure expressed as age cost weights, needs weights and 
market forces adjustments. The combined impact of the new versus the old formula is discussed first, followed 
by a discussion of each component. 


In the analysis that follows, the populations used are mid 1994 estimates, as used in the new national 
capitation formula as applied to the 111 DHAs in England. Comparisons of the changes due to the new and 
old capitation formulae and their components are compared with what would have happened if capitation 
had been based on the size of population alone. 


rr EE EMER Eee 


7As capitation is based on populations, it is important to be clear about what population is being used. The size of the population 
is important in that there has been some debate over whether existing or projected population should be used. Given that many 
DHAs are some distance from the target, it seems reasonable at first sight to use the population projected for the year when 
they are expected to reach the target. Population changes could help or hinder movement to the target. Although many RHAs 
have used projected populations for this reason, it is open to one serious objection, as follows. If age weights (see below) are 
of significance in the capitation formula, then what is required is not the projected population in total, but the projection for 
each of the relevant age groups. As shown below, the highest age cost weights apply to births and the over 85 age group, each 
of which get a weight which is some six times the average. Projection of these relatively small sized groups is inevitably imprecise 


and builds an element of approximation into the formula. It is notable that the new formula relies on the estimated population 
in the year for which the allocation is being made. 
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Table 1 


Comparison of new and old formulae 











Old New Simple 
Population projected mid year either 
Age Cost Weights DoH estimates DoH estimates not applicable 
(York weights rejected) 
Needs Weight based on Standardised acute and psychiatric sets of not applicable 
Mortality Ratio census based weights 
(Square Root of) 
Market Forces Factor Combination of (i) London Market forces Factor based not applicable 
Weighting, (ii) a market on: 
forces adjustment for a (i) London weighting for 
restricted set of NHS staff, Medical and Dental staff, (ii) 
(iii) Thames adjustment four zones for rest of NHS 


staff, (iii) adjusted for which 
providers purchasers use 


COMBINED EFFECTS: OLD AND NEW FORMULAE 


The full effects of the new formula compared to unweighted capitation and to the hypothetical old formula 
are shown in Figure 1, which shows considerable differences between the new formula and simple unweighted 
capitation and with the old formula. The range of change is slightly greater with the new formula, from —21 
per cent to + 33 per cent compared to — 19 per cent to + 23 per cent. The greatest changes in the new formula 
compared with simple capitation are among the largest gainers, with 15 DHAs gaining more than 10 per cent. 
12 DHAs lose more than 10 per cent. Of the remaining 84 DHAs or 75 per cent of all DHAs, the changes due 
to the new capitation formula were less than 10 per cent. 


Looking in Table 2 and Figure 2 at those 15 DHAs gaining more than 10 per cent, eight of the top 15 are 
London, many inner city—Bloomsbury/Islington, East London, South East London, KCW, New River, 
Redbridge and Waltham Forest, EHH, and MSW. The inclusion of Manchester and Liverpool means that 
10 of the top 15 are large urban DHAs. Of the other five top gainers, many were large gainers in the old 
formula, notably Worthing, Chichester, East Sussex, Isle of Wight and East Kent. 


Turning to those 12 DHA who lose more than 10 per cent (Figure 1), all had been losers under the old 
formula. These tend to be DHAs around new or growing towns with relatively young populations, scoring 
low on needs and of the high cost London area. In order of loss, these were Huntingdon, Cambridge, N&M 
Hampshire, Buckinghamshire, South Staffordshire, North Worcestershire, Berkshire, Solihull, Wiltshire and 
Bath, Oxfordshire, Northamptonshire and Worcestershire District. 


Turning to the comparison with the old hypothetical formula, of these top 15 gainers, none would have 
been losers under the old hypothetical formula, but the gains to the urban DHAs would have been much less, 
see Figure 2. All DHAs would experience changes due to the move from the old to the new formula, but as 
the old formula is hypothetical, more work needs to be done to explore the degree to which these changes 
might reflect reality. 


The conclusion must be that the new formula is considerably more generous to the large urban areas, 
notably around London. The reasons for this are explored below. 
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Table 2 


Top 15 DHA gainers under new capitation formula by component 











% Difference % Difference due % Difference due 
due to age to age and need to age, need and MFF 
Camden/Islington — 5.43 10.82 33.11 
East London/City re 5 10.61 29.10 
South East London 5/04 9.98 26.97 
KCW aes 2) 3.55 23.19 
Worthing 2249 14.18 17.87 
Manchester 3:52 21:25 16.98 
East Sussex 15.88 12.20 15273 
Isle of Wight 16.40 13.00 EP | 
New River 3.93 0.63 14.39 
Redbridge and WF 122 1.39 13.27 
EHH 75.90 0.20 12.90 
MSW ='.93 0.76 12.60 
Liverpool oat 17.25 ta 
Chichester 20.30 8.94 12.06 
East Kent 9.78 6.86 10.61 


(ii) Age-Cost Weights 
Historically, NHS age weights have been calculated using available data on the ages of those using the 


range of services. These have received very little attention but have a considerable effect. The age cost weights 
used in the current formula are shown in Table 3. 


Table 3 


Age Cost weights and implied share of HCHS expenditure (3 year average data) 

















Implied share of 
Age group New Age-cost expenditure 
Births 1,837 6 
0-4 389 6 
5-14 174 a 
15-44 242 24 
45-64 358 19 
65-74 685 14 
75-84 1,277 16 
85+ 2,306 10 


All age average 425 








Source: NHSE 


As shown in Table 3, the average capitation funding was 425, but with big differences by age group. The 
highest age cost weights apply to the over 85s, which have an implied expenditure almost 6 times the average. 
The next highest group are births at £1,837 or more than four times the average. High values are also evident 
for the 75-84 age group at £1,277. 


These data can be used to show the share of HCHS expenditure implied by these age cost weights. 40 per 
cent of expenditure is on the over 65s, with 10 of these percentage points on the over 85s. Clearly the new 
capitation formula is very sensitive to the number of elderly in the population of each DHA. 


Very few differences exist between the new and old age cost weights, so no major change can be attributed 
to this element. However, it is worth noting that the age cost weights used by the Department of Health differ 
from those derived by the York researchers. In the interests of transparency, the methods employed by the 
Department should be published or made available to relevant researchers. 
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(iii) Need Weights 


The effects of the needs weights in the new formula for the top 15 gainers are also explored in Table 2 and 
Figure 2. The needs effect to some extent balances the negative age effect for the urban DHAs. The ten urban 
DHAs all lost due to age but the needs effect made them all net gainers. The contrary was true of the five rural 
DHAs all of whom gained heavily from the age effect but lost due to the needs effect. Comparisons between 
the old and new needs adjustment have been made by others. It is clear, however, that the top urban gainers 
would not be top without the later adjustment for MFF which is explored below. 


(iv) Market Forces Factor 


Table 2 and Figure 2 show that for the top 15 gainers, the MFF effect in the new formula was very 
important. For each of the London DHAs, the age effect was negative, and both the needs and the MFF effect 
were strongly positive, with the latter more important for each London DHA. When comparison is made 
with the old formula, the major difference has to do with the lack of fine-tuning in both the old market forces 
and the Thames adjustments, which the new formula has distributed to the London DHAs. However the 
point remains that in the new formula, the MFF is the most important component for the gains shown by 
the London DHAs. 


Turning to the losers, the MFF in the new formula has less effect on their end position. All are already in 
negative positions and the effect of the new MFF is fairly random either adding or subtracting around two 
percentage points to each. 


A comparison with the old hypothetical formula treatment of market forces is desirable but difficult. As 
noted above, the old capitation formula had three market forces elements which developed in an ad hoc 
manner. London Weighting has a long history and bears little relation to contemporary salary or cost of living 
differences. The old market forces allowance was restricted to a small group of NHS staff but gave some 
2 per cent to 3 per cent additional funds to the Thames RHAs. The Thames adjustments of 3 per cent and 1 
per cent appear to have been arbitrary, were announced in the white Paper Working for Patients’ (1989) but 
without any background analysis. 


A comparison of old and new market forces adjustments is clearly desirable but requires certain 
assumptions. For the comparison shown in Figure 3, it has been assumed that the old market forces and 
Thames adjustment applied at RHA level only and was applied to each DHA in proportion to their 
populations. Figure 3 shows that the effect of MFF in the new formula is considerably increased compared 
to the previous approach. We plan further work on this, specifically as to how each Thames RHA distributed 
these monies. 


The new formula integrates the various factor which might lead some geographical areas to have higher 
costs. Rather than a London/rest of England distinction, three pay zones (later four) were developed using 
New Earnings Survey data. It was accepted by the Department of Health that the range of NHS staff likely 
to be affected was considerably larger than previously, with all except Medical and Dental Staff included. Two 
further moves were made—adustment for the mix of services and for the providers that purchasers bought 
services from. 


SECTION 3 


MERTON SUTTON & WANDSWORTH (MSW) HA 


This section reviews the findings of the above sections in relation to MSW, a new DHA made of the former 
Wandsworth and Merton & Sutton HAs, along with a small part of the Wandsworth Borough which was 
formerly part of RTR HA. 


Wandsworth HA has historically been a big loser under the old capitation formula with a excess spend of 
some 15 per cent to 20 per cent compared to its capitation target. Merton & Sutton was much closer to its 
capitation target. It is worth exploring how each of the components interacted for the two health authorities 
and how their merger affected the result. 


Wandsworth HA was penalised by the age adjustment, particularly its relatively low proportion of elderly. 
This was accentuated by the use of projected populations by SW Thames RHA, since population projections 
have for some decades projected continuing declines of the inner city populations, particularly among the 
elderly. Although these projected declines have been overstated for the last few decades, SW Thames 
continued to employ five year projections by age group until the last few years. Merton & Sutton was much 
less affected by the age cost weights as it had a more “normal” age structure and in addition suffered less from 
projected population change. 

Wandsworth HA being largely inner city might have been expected to be compensated by the needs 


adjustment, more so than Merton & Sutton. This was the case but the compensation was sensitive to the 
formula used. All the four Thames RHAs experimented in different ways with different approaches to needs 
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adjustments, perhaps to try and ameliorate the effects of the age weighting which of itself would lead to very 
considerable redistributions, notably from the inner city districts to the shires and particularly to the seaside 
HAs which tended to have a high per cent of over 85s. The Thames RHAs generally rejected use of SMRs in 
favour of “home grown” approaches. SW Thames initially adopted the approach to needs adjustment 
developed by the two North Thames RHAs, which was based on Socio Economic Groups based on the 
Census of Population, later moved to use of weights developed for it by Prof. Balarajan based on the General 
Household Survey. 


From the WHA perspective, use of full SMR would have a better result (more compensation) than any of 
the other approaches. There was little difference between the use of the square root of SMR and the Balarajan 
approach. For Merton & Sutton DHA, the impact of the needs adjustment was much less. 


Although WHA might have been expected to receive further compensation from the old market forces 
adjustments, this was much less than it would have received in the new formula. London Weighting applied 
but the old restricted market forces allowance was not passed on by the South West Thames RHA to inner 
city HAs. Similarly, the 1 per cent Thames allowance was treated a subsidy to all South Thames HAs rather 
than to the inner city or London HAs. Merton & Sutton received less London Weighting due to its greater 
distance from the centre of London and was treated identically to WHA in respect of the market forces 
allowances and the South Thames | per cent. 


The combination of these factors led WHA to have a capitation target which was between 15 per cent and 
20 per cent below its expenditure. Failing to achieve changes in the formula despite a variety of commissioned 
and in house research work? the Health Authority was forced to take various drastic and highly unpopular 
actions to reduce spending, notably closing St. James Hospital, Balham, and centralising all its acute beds on 
the St. George’s site in Tooting. Although centralisation of all acute beds on one site may have been inevitable 
in the longer run, capitation made it necessary within a very short timescale. Wards in St. George’s were 
regularly closed to save money, and other services were restricted in many years. Merton & Sutton faced fewer 
pressures and did not have to take such strong action. 


It is important to emphasise that the above story is not that all reductions were wrong or inappropriate. 
Although the evidence was fragmentary, it appeared that the hospitalisation rate, the length of stay and the 
unit costs of services in WHA were all relatively higher than might have been expected. This has been 
reaffirmed in the most recent work on service use in London commissioned by the Inner London chief 
Executives (ref), which also showed that London had been reducing its service levels sharply in recent years 
and that very wide variations continued to exist between HAs. 


The point rather is that changes were often driven by the need to stay within budgets set by the capitation 
formula and that these service changes were planned more in terms of achieving cash savings than in terms 
of “health gain”. That said, the emphasis on the acute sector and the protection to the mental health and 
community services meant that some attempt was made to protect the vulnerable services. 


Under the new formula, WHA faced a much smaller distance to capitation target, due to several factors. 
The use of in-year rather than projected population had a major effect. The age weights used in the final 
version of the new formula made little difference. The new needs factor marked an improvement compared 
to square root of SMR. The new MFF made the greatest difference. Although it is difficult to compare 
distance to target for a DHA that no longer exists, estimates by the former SW Thames RHA showed a 
dramatic decline in the gap for WHA. 


Although as outlined above Merton & Sutton was largely insulated from changes arising from the 
capitation formula, the merger between it and WHA led to a bigger HA which is closer to target than the old 
WHA. The push towards locality purchasing, and the drive to setting budget for GP Fundholder and Total 
Purchasing mean that issues to do with resource allocation within the District remain on the agenda. 


SECTION 4 


SETTING BUDGETS FOR LOCALITY PURCHASING AND GP-LED PURCHASING 


The reduction in the number of HAs from almost 200 in 1992-93 to 112 in late 1994, by increasing the size 
of the populations covered, has the effect of reducing the changes due to the application of capitation 
formulae. This has been illustrated above in relation to the merger between WHA and M&SHA. 


Against this trend, however, the push to smaller populations arising from locality purchasing and GP-led 
purchasing leads to a focus on smaller and more diverse populations. Such populations are likely to 
experience greater gains and losses due to the application of capitation formulae. 


e 
—_—_—————————————————————— ee 


? eh commissioned work from the Kings Fund, and later commissioned a comparison between two DHAs as well as various 
other projects. 
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The work commissioned by the Department of Health from York University on capitation funding for 
standard GPFH concluded that no satisfactory formula could be derived due to the levels of apparently 
random variation in referral patterns (ref). The extension of standard fundholding to cover all elective surgery 
from April 1996 and the 60 pilots with Total Purchasing mean that some method has to be developed for the 
funding of these GPs to purchase these services. What appears to be happening is that DHAs are being left 
to deal with this difficult and perhaps intractable problem, with little or no central guidance. Although the 
lack of central guidance is understandable given the lack of knowledge with which to construct capitation 
formulae for these services and populations, leaving the problem to be solved by local action seems likely to 
lead to a variety of inconsistent approaches being developed with great difficulty around the country. 


SECTION 5 


CONCLUSIONS 


Two large scale conclusions can be drawn from the above. First, the methods and implications of capitation 
funding for the healthcare of local populations requires much more attention than it has hitherto received. 
Policy has been developed in ways which have often been opaque. Background papers have been seldom 
published, and the public debate has often been on parts of the formula than on the entire formula. Greater 
transparency is required and is likely to be demanded, particularly if capitation continues to be extended to 
smaller populations. 


Second, there are a number of important technical issues which have not been resolved in the application 
of the capitation formulae to DHAs. In respect of the details of the new formula these include: 


— the appropriate age cost weights 
— the appropriate MFF. 


It has been shown above that the effects of the various adjustments vary widely by DHA. The new formula 
makes major changes particularly in the DHAs who become the biggest gainer, those 15 gaining more than 
10 per cent. By contrast with the old formula, urban DHAs occupy 10 of these 15 places. It has been shown 
above that this is due partly to the needs adjustment but also critically to the new MFF. 


From a MSW perspective, this welcome news is tempered by issues to do with the apparently arbitrary 
nature that the new MFF divides DHAs by zones. The method of classifying hospitals by the pay zones of 
their host DHA lead to anomalies, notably that St. George’s Hospital in Tooting, Charing Cross and the 
Hammersmith (both in Hammersmith) are all in zone 2, while Kings, Greenwich, Lewisham and Newham 
hospitals are all classified as zone 1. The cost of this to MSW has been calculated at around £5 million a not 
inconsiderable sum. It is disturbing that the work on which these methods were based has not been published 
and that little explanation has been offered. 


Two more general issues also demand attention—the role of the independent sector and the interaction 
with social care. The exclusion of the non-NHS (voluntary and private sectors) from NHS capitation funding 
needs to be reviewed. Some 13 per cent of the population now have private healthcare insurance. Up to 30 
per cent of some elective procedures are carried out in the private sector. The new work done by York on the 
new capitation formula notably included the effect of the private sector. Similarly the introduction of tax relief 
for healthcare insurance for the elderly announced as part of the NHS reforms in 1989, puts the role of private 
insurance on the policy agenda. 


The interface with social care also demands attention. HAs and LAs are funded according to different 
formula yet are increasingly required to work together in purchasing integrated services. The degree to which 
the different formulae interact has been little studied. Perhaps the most critical group is the elderly, since their 
use of hospitals appears to be heavily influenced by the availability of nursing home care which is now the 
responsibility of the LAs. 


Examination of Witnesses 


Dr James RAFTERY, Senior Health Economist, Wessex Institute of Public Health, DR KEN JupGg, Director, 
King’s Fund Institute, examined. . 


Chairman on that when you provide us with further 


information and answer our questions. Could you 


54. It gives me great pleasure to welcome as our 
witnesses Dr Raftery, who is the Senior Health 
Economist at the Wessex Institute of Public Health, 
and Dr Ken Judge, who is Director of the King’s 
Fund Institute. Of course, gentlemen, you have had 
the benefit of listening to the answers of our previous 
witnesses and so obviously you will be able to build 


explain briefly what are the re-distributive effects of 
the new HCHS allocation formula relative to that 
previously used? What are the main causes of any 
changes? 

(Dr Raftery) It is somewhat difficult to gauge the 


re-distributive effects of the new versus the old 
formula because many of the regions applied the old 


42 MINUTES OF EVIDENCE TAKEN BEFORE 





22 June 1995] 


Dr JAMES RAFTERY AND DR KEN JUDGE 


[Continued 





[Chairman Con‘¢] 

formula with a degree of discretion and so one can 
only make some hypothetical comparisons. I have 
endeavoured to do so. Of the three components that 
have been discussed by the previous speakers, 
namely, age, need and market forces, the age weights 
are almost the same in the new and old formula so it 
makes very little difference. The needs factor is 
different but not dramatically so when you plot them 
out on a diagram. There are some districts for which 
there is quite a difference. The third factor, it seems 
to me, the market forces factor, makes the greatest 
difference to a smaller number of gainer districts who 
are largely the London districts. They come out as 
doing much better under the new formula than under 
the old and mainly, it seems to me, because of the 
market forces adjustment. 

(Dr Judge) I take a slightly different view. My 
overall impression is that the new index announced 
by the Department is more re-distributive than the 
old formula. For example, on the kinds of 
hypothetical assumptions that Dr Raftery has 
referred to we estimate that inner-London as a total 
will have gained around 17 per cent above its actual 
population size from the old formula, whereas the 
new formula would mean that it would benefit by 
about 28 per cent. In contrast, resort and retirement 
areas lose a little by comparison and one can do this 
for a variety of kinds of areas. Overall I would say the 
new formula is more re-distributive. The age index 
makes relatively little difference. The needs index 
does appear to make some significant difference and 
it now becomes the most important element in the re- 
distribution across the country as a whole, although 
Dr Raftery’s point is quite correct about market 
forces factors in some particular areas. 


Mr Congdon 


55. Dr Raftery, in your evidence PE13, Figure 2*, 
you talk about the top 15 DHA gainers under the 
new capitation formula by component. Is that 
compared with the old formula or in absolute terms 
if it was simply on a population basis? 

(Dr Raftery) In absolute terms. It is much easier to 
compare to a no weighting at all. 


Alice Mahon 


56. Do you think the Department of Health’s 
decision to give no needs weighting to 24 per cent of 
the HCHS weighted capitation allocation was 
correct? Could a different approach have been taken? 

(Dr Raftery) As the previous speakers stressed, 
there is remarkably little data with which to develop 
a needs weighting for those other services, and the 
mentally handicapped, administration, community 
health services are the main ones. I take the point that 
there was, as it were, a default setting of the square 
root of SMR in the recent past. The history of the 
application of needs adjustment goes back quite a 
way and sometimes the needs adjustment has been 
confined to just the acute sector, sometimes it has 
been applied to the whole lot and the changes over 
time have never been, to my knowledge, made 
explicit or argued through fully. I am unhappy with 





*See p. 38 


the idea that the standardized mortality ratio would 
be used for some services that it does not really relate 
to, such as administration or indeed some of the 
community health services. I think we desperately 
need some more work on that area. I find it hard to 
justify the position to apply no weighting. As 
somebody pointed out earlier, the decision to apply 
no weighting is, in effect, a decision to apply a weight 
that is equal across the board. 

(Dr Judge) For the record, I would very much like 
to associate myself in very large measure with the 
remarks in relation to this question made by Mr 
Smith previously. 


Mr Bayley 


57. Intuition says that the need for community 
health services would be greater in areas of social 
deprivation, that the need for care for mentally 
handicapped people would be greater in areas of 
social deprivation if only because the fact of having 
somebody to care for with a mental handicap in your 
family is likely to push you into a lower social class, 
an aggregate. Intuition tells you there must be some 
correlation. Do you agree with that suggestion? If 
you do, surely a zero weighting is very difficult indeed 
to justify. 

(Dr Judge) I think Mr Smith told you earlier this 
morning that on many of these questions the data 
available is in very short supply and so it is ultimately 
a matter of judgment. What you need to remember is 
that under the old formula the square root of SMR 
was derived from an analysis of only part of HCHS 
expenditure and then applied to the whole of HCHS 
expenditure, so the prevailing judgement is that the 
best available need indicator at one point in time 
should be applied to the whole of HCHS 
expenditure. If that judgment should be changed, it 
seems to me there is a burden obligation on those 
changing the judgment to explain why they have 
changed the judgment. 


58. Have they done so? 
(Dr Judge) I do not believe that they have done so 
remotely adequately. 


Mr Congdon 


59. Dr Judge, I asked a question of the other 
witnesses in terms of the £426 per head, what 
contribution to each £100 of difference do the three 
factors make. Do you have any comments on that? 

(Dr Judge) Because the age and the needs elements 
apply to all health authorities to a much greater 
extent than the market forces factor, it is worth trying 
to answer the question in terms of what is the relative 
importance of age relative to the other needs. 
Whereas under the old formula I think it was the case 
that the age factor was the most important, I think 
that the importance of the age factor has now 
diminished. Under the old formula roughly speaking 
age and needs were approximately equivalent in 
terms of their re-distributive impact, so a one-to-one 
ratio. We now estimate that the age weighting 
accounts for about a third of the change in re- 
distribution whereas the needs account for about two 
thirds of the re-distribution. 
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60. You both might like to comment on this 
although I am quoting from table 2 in Dr Raftery’s 
paper. I am fascinated by this because if you take 
Camden, Islington, Southeast London and 
Manchester, there is not a great deal of difference in 
the adjustments due to age. They range from three to 
seven per cent. The three London districts end up 
with the two combined, age and need, being plus 
about ten per cent. Manchester ends up getting twice 
that figure which seems a little bit extraordinary and, 
I am bound to say, it seems to be an enormous 
difference. Then—and this is the significant thing— 
when the market factors are applied London, of 
course, being a more high cost area almost goes from 
ten to 30 per cent whereas Manchester goes down 
marginally to 17. What significance do you think we 
should read into those sorts of figures? It is terribly 
difficult because you look at them and say, “Fine”, or 
whatever. What conclusions can one draw from that? 

(Dr Raftery) The conclusion I have drawn from 
them—and I have run through these figures and they 
are taken from the Department’s exposition 
booklet—is that if you rank the gainers across to the 
losers compared with no weighting you find a fairly 
random effect due to age; some lose, some gain. 
When you bring in a needs adjustment you put a 
slope on the curve and then when you bring in the 
market forces adjustment you shift people up and 
down in ways that has the biggest effect on the top 
gainers, the ones that I have pulled out in this table. 
In retrospect once one has done the analysis or 
looked at it it is fairly obvious because the market 
forces adjustment applies very strongly to the centre 
of London, to zone one, where they get the 25 per 
cent increase. 

(Dr Judge) I think there is an important distinction 
between inner-city areas in places like Manchester 
and inner-city areas in places like London. The age 
structure in non-London inner-city areas is much 
more like the national average age structure than it 
is in London, and a significant reason for this is the 
absence of continuing care facilities for very frail 
elderly people in London and that results in 
effectively the exporting of elderly people from 
London to non-London areas. There is now a very 
considerable amount of evidence that people in need 
of continuing care facilities actually have to go 
outside London, and this is happening to such an 
extent that it actually shows up in this very 
substantial difference in the age structure. When you 
collect information about the age structure 
population by these formulae you get the results to 
which you have drawn our attention. 


61. The factors relating to market forces 
presumably are—I am making this as an 
assumption—designed to pick up genuine cost 
differences, not volume of service differences, 
whereas need presumably is trying to pick up 
differences in need/demand for services. Given that is 
the case, is there sufficient weighting being given to 
need as opposed to other factors? 

(Dr Judge) It is commonly assumed in most public 
services that the standard cost of providing a service 
in London is at least 20 per cent greater in London 
than in other areas. The evidence to support this is 
not as good as it should be and so what precisely the 
right answer is I do not know any more than anybody 
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else. I think the case that there is a substantial 
increase in the costs of providing services in inner- 
London is a wildly accepted one and, therefore, one 
should not be surprised about the kind of impact that 
the market forces factor is having. 

(Dr Raftery) While some degree of greater 
explicitness in the new formula is welcome, it would 
be helpful if full working papers were made available 
so one can understand better what is happening. I 
think there is a problem with the market forces 
adjustment which was raised in a question you raised 
to the previous witnesses and that is to do with the 
boundary issue. There are quite large steps. If you are 
in inner London you are getting 25 per cent more. If 
you are just on the boundary you get 15 per cent, and 
that is a ten per cent gap which is pretty 
extraordinary and it has a rather odd effect in that 
because it is done by district some hospitals that are 
quite close to the centre of London, Charing Cross, 
Hammersmith, St George’s, are classified as zone 
two, whereas some hospitals that are around the 
same distance from the centre are classified as zone 
one. I think there are boundary effects in London. 
There are also boundary effects coming up around 
the country, particularly between zones three and 
four where people almost by circumstance find 
themselves the wrong side of the line and a lot of 
money changing hands on the basis of that. 


62. Have you any comments on the fact that they 
have chosen the particular age cost curve they have 
chosen? We heard earlier it is different to the one that 
you came up with. 

(Dr Judge) I was a member of the Steering Group 
appointed by the NHS Executive to make 
recommendations about the new formula, so soon 
after the completion of the exercise, of which you 
have heard details, we effectively had three age cost 
indices to consider: the age cost index that was used 
under the old formula, the one produced by York 
(which you discussed with them) and the one adopted 
by the Department of Health in its new formula. 
During the course of last year at the King’s Fund we 
investigated the changes that would be introduced if 
the York age cost index were adopted relative to the 
previous age cost index. Whereas in large measure 
they seemed to be proposing very sensible changes, 
primarily because the old formula did not take 
account of differences in what are called hotel and 
dependency costs in hospitals, there were some very 
odd looking anomalies in the age cost index 
produced by York primarily because of problems 
with the data available to York to do with long-stay 
episodes in hospitals where everybody concerned 
took the view there were very significant question 
marks about the quality and accuracy of the data. 
Having compared these three different age costings, 
my judgment—and I have to emphasise it is a 
question of judgment—is that broadly speaking the 
age cost index announced by the Department for the 
needs formula looks to be the best available at the 
present time on the evidence available to us. 

(Dr Raftery) I would share the view that it is 
probably the best available. However, I am disturbed 
by the lack of publication of the detailed figures on 
which it is based and I am also unhappy with the very 
high weighting to the over 85s. As I have shown in the 
paper I submitted in Table 3, the over 85s account for 
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ten per cent of the spending through the allocation 
methodology, and it seems to me that the over 85s are 
a group we desperately need to know more about 
because it is precisely among that group that the 
issues arise that you discussed with the earlier 
witnesses in relation to Worthing and very elderly 
people who may have been in nursing homes. We 
simply do not know whether they have higher 
demands on the NHS or lower demands on the NHS, 
and there is also the issue of the interface with private 
resources. I think the modelling that has been done 
has for the first time introduced the private sector 
and tried to control the impact of the private sector 
on the NHS sector, and I think it is precisely on the 
over 85s we need desperately to know a lot more 
about the interface between social care, on the one 
hand, and privately funded residential care on the 
other. 

(Dr Judge) Since 1976 we have really had a series 
of resource allocation formulae in this area in one 
way or another based upon the three factors you have 
heard about. Throughout that entire period virtually 
the whole scrutiny has focused on one of those 
factors, the needs formula. Dr Raftery is one of the 
few people to focus attention on the age cost factor 
and all of your witnesses this morning have made a 
really critical point, it is now time to look in close 
detail at the other two factors, the market forces 
factors and the age cost factor, so that we can 
generally assess the quality of the judgments that are 
being made in light of the evidence available. 


63. Presumably it is reasonably easy—emphasis 
being put on the word “reasonably”—to assess how 
much is actually spent on the various age groups. 
That would seem to me to be easier than some of the 
other things we have been talking about. Is that the 
problem or is it the problem of having got those age 
costs, what weighting you then give to them? I am 
trying to be clear what point you are actually making 
about the problem with age costs. 

(Dr Raftery) I do not think it is obviously easy. It 
depends on how you count the activity and how you 
cost it. If you count finished consultant episodes, 
which is the standard approach, you get one answer. 
If you look at unfinished consultant episodes, ie. 
people who have been in hospital for a very very long 
time, and there are a considerable number of those in 
the NHS, you get very different answers because they 
are often very elderly people. That in turn raises the 
issue of the interface between NHS acute care and 
residential nursing care. I think there are lots of 
complexities lurking in this area and we desperately 
need to bring them out. I have suggested somewhat 
mischievously in the past that a lot of the debate 
about need has been generated by attempts to sort 
out the age cost weights rather than need per se. 

(Dr Judge) I think it is important to emphasise that 
it is not easy to estimate the cost of all services to age 
groups. One of the points that I think was perhaps 
overlooked in your consideration earlier of the York 
work is that because of the inadequacy of the data 
available to them York had to make different 
assumptions about the estimates of costs for the 
mental illness episodes from the acute episodes. In 
fact, there are inconsistencies, therefore, in the way in 
which the formula is built up that in themselves 
deserve greater scrutiny. 


Mr Bayley 


64. Both witnesses have urged us to direct more 
attention to the age cost curve and to the market 
forces factor. You have both said that you wished 
there were more transparency from the Department 
of Health. You would like a statement of their 
assumptions and detailed workings. One of the very 
few powers that a Select Committee has is to seek 
precisely that sort of information from the 
Department. If you were afterwards to list the series 
of questions to which you would like answers from 
the Department of Health in terms of the 
assumptions they made and the way in which they 
conducted their calculations, it would then be open 
to the Committee to decide whether to ask for that 
documentation from the Department of Health. It 
would also be open to us, if we received it, to write 
back to you and ask you to make some observations 
if you felt able to do so. Would you both like to write 
to us in that vein after this evidence session? 

(Dr Raftery) Yes. 

(Dr Judge) Whether you write to us or not, I think 
it is a safe bet that we will try and take advantage of 
any papers you obtain! 


65. What I am suggesting is the Committee may 
need your guidance because you obviously have done 
as much work as you can with the evidence that is 
available and must have at times said, “If only we 
knew how they had made this matching exercise 
work then we would be able to look more closely at 
it.” A list of your unanswered questions would help 
us to bring this more into the public domain so there 
can be a better evaluation of what has happened and 
the reasons for it. 

(Dr Raftery) I would be happy to assist in that way. 

(Dr Judge) Although both of us have emphasised 
the importance of greater transparency in relation to 
age and market forces, I would not want you to leave 
with the impression that there is not still the need to 
look closely at the needs formula. I still believe that 
for a whole variety of reasons, some of which were 
given to you by the York representatives, there are 
still question marks over the calculation of the 
needs element. 

Mr Bayley: My invitation covers all three elements 
we have been talking about. 


Audrey Wise 


66. Just exploring a little bit further on arising 
from some of the answers Dr Raftery has given, if 
people do not utilize NHS services in old age that 
does not necessarily mean that they should not or 
that they would not if they were able to. If you work 
along the basis that if they are not using it then—and 
we are very well aware that the boundary is tending 
to shift in what is available to elderly people in 
particular—could you get a sort of self-fulfilling 
prophecy here in that people start saying, “Oh, well, 
the elderly do not need as much because the evidence 
is they are not using it,” when, in fact, they are not 
using it because they cannot? How would you guard 
against that unintended side effect? 

(Dr Raftery) I think the resource allocation 
formula in terms of the way it has been designed and 
has worked since it has been developed in the last few 
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decades has relied entirely on the approach that you 
are criticising, it relies on statistical evidence about 
what services people have used rather than what 
might be the appropriate level. I think the way that 
the NHS has tried to deal with that issue has been to 
give the money to district health authorities and then 
tell them to spend it as appropriate. They have a 
discretion that if they feel on the basis of a health 
needs assessment or epidemiological information or 
whatever that they should increase spending in one 
area rather than another they have the power to do 
so. It seems to me that that is quite a sensible way to 
do it, but it does depend on them having access to 
good data, being able to gauge whether they are 
spending relatively more or less. It does seem to me 
that there are very wide variations in the levels of 
spending and in the levels of service use across the 
country. One of my recurring constraints is the lack 
of good data with which to explore that. It is as 
though there are a lot of different experiments going 
on within the NHS and it would be very helpful to 
have a better understanding of what are the 
implications of a high level of spending on the elderly 
versus a low level so that we might get a better feel as 
to what the appropriate level is. 

(Dr Judge) This is a really, really critical issue in 
this area. The essence of the situation is that an 
attempt is made to infer need from observed 
utilisation but the demand for services is affected by 
the availability of supply. It can either stimulate 
demand for services or inhibit demand for services. A 
critical technical issue throughout the whole history 
of resource allocation in this area is how do you 
adjust for supply in estimating need from observed 
utilisation. The York team, in my opinion, have 
made the most sophisticated attempt yet by a long 
way to try and control for this situation. Therefore, 
we are in a position to have greater confidence than 
in the past that they have made the best estimate of 
needs. They have not solved the problem and I think 
they would be the first to admit that they have not 
solved the problem, and different analysts making 
some different assumptions to them and the 
Department could easily come up with greater 
identifiable needs based upon the data that the York 
team used. It is a very very important issue to 
question the assumptions that the Government 
guided the York team to make, and it merits close 
scrutiny. 


67. Thinking about Worthing or Hastings, places 
like that, or indeed anywhere with a substantial 
number of elderly people, they can be healthier is one 
thing which is quite likely. The fact is that they can 
perhaps afford to move to a salubrious area, all of 
that, they are healthier and so they do not 
legitimately require extra allocation. Then there are 
elderly people who are not using it because, as I say, 
it is not that their health status is any different from 
any other elderly person, it is not available. If you 
were to juggle about with the age curve without 
taking proper steps about that then you would be 
possibly encouraging unintended side effects. There 
’ is the question of the children as well. My own 
observation is that resources provided, services 
provided, for, say, mentally handicapped under fives 
is very poor. The help given to parents is very poor. 
I would be really worried about juggling with the age 


without somehow taking into account the needs, and 
yet even in your proposals to examine them more it 
seems to be as separate entities as though they do 
not interact. 

(Dr Judge) There are two important things that 
could be done to pick up some of the issues to which 
you have referred. The first is there is evidence that 
the differential availability of residential and nursing 
homes affects the demand for hospital services. The 
greater the availability of such facilities, all other 
things being equal, the lower is the demand for 
hospital services and the opposite is true. Question: 
should that be taken into account in _ the 
determination of needs for hospital services? 
Secondly, although the best effort is made to adjust 
using the age cost index, many people would argue 
that it does it insufficiently. Nevertheless, you could 
argue that that is a sensible first step, but what you 
could do in addition is include age as a needs variable 
in the second step of the analysis and that was not 
done. There are still practical things that could be 
done with the data available further to explore the 
kinds of questions that you are referring to. 


Mr Sims 


68. I do not think it is disputed that there are 
special needs factors in London in the shape of the 
number of homeless people and concentrations of 
ethnic minorities. Are you satisfied that the revised 
formula takes sufficient account of those and would 
you care to comment on the fact that the Thames 
weighting aspect has been dropped? 

(Dr Raftery) I think some of these issues were 
rehearsed fairly well by the previous witnesses, the 
lack of data on homelessness as defined as people 
sleeping rough. There are similar problems with the 
data on ethnicity. I must say, I find the assumption, 
though, that ethnicity should automatically be a 
factor rather dubious because when one looks at the 
standardized mortality ratios for many of the ethnic 
groups defined by where the head of household was 
born you find that many of them have relatively low 
mortality paternity, they are healthier. If that is the 
case, as judged by that variable, one might expect 
them to have less need rather than greater need. It 
varies by ethnic group, but there is an assumption 
there that I think needs to be handled very carefully. 
I think as far as the data permit the York team did 
explore the use of ethnicity, and I was pleased and 
not surprised to see it appear in the psychiatric set of 
factors that explained variations and not in the acute. 

(Dr Judge) Dealing with the Thames special 
adjustment first; it was introduced as part of 
Working for Patients reforms and implemented in 
1991. On the basis that it was a Ministerial judgment 
that London in particular faced particularly high 
demands on its hospital and related services as a 
result of factors like commuting, tourism and 
homelessness, many people were critical of the 
evidential basis of that judgement. I think that what 
is disappointing about the latest decision of the 
Department of Health, which is to remove totally the 
Thames special adjustment, is that if a judgment 
could be made less than five years ago that these 
kinds of factors did influence the demand for hospital 
services in the capital it is unlikely they have changed 
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in the last five years and, therefore, no satisfactory 
explanation has been given for its removal. My own 
feeling is that the Thames special adjustment 
probably went too far in the past, but certainly there 
is a case for some sort of adjustment. As far as 
ethnicity is concerned, this is very very complicated 
by the lack of data about the health status and health 
utilisation of minority ethnic groups in this country, 
hugely complicated by the fact that most of the data 
refers to migrants and there is a well-known healthy 
migrant effect. It is also confounded by the fact that 
minority ethnic groups tend to be correlating with 
other social problems, they have higher levels of 
unemployment, they live in poorer areas. I myself, 
though, am particularly concerned about the 
inadequate attention given to the question of 
ethnicity in the work conducted by the University of 
York for the Department of Health and I think that 
this does, within the existing data available, demand 
closer attention. We are currently attempting to do 
that. 


Mr Bayley 


69. Can I go back to the market forces factor. I will 
read out our prepared question but some of it we 
have covered already. What is your opinion of the 
market forces factor used in the Department’s 
formula for allocating HCHS expenditure? I think 
we have covered that. In particular, are differences 
within cost bands sufficiently small to make the 
bandings chosen reasonable or are there large 
differences within the bands_ which are 
uncompensated? It is really the point that I put to 
York. If you go to the health authorities in each 
band, are they homogeneous groups that deserve 
equal up-rating of funding or is it a fairly random 
process as to where the boundaries have been joined? 

(Dr Raftery) I think there are two points really. 
The first is the familiar one that we have not seen the 
methodology and there is a change in the 
methodology. In the old formula there were three 
zones; there are now four. The way it is presented in 
the exposition booklet is it says: “As of now 
boundaries in the upper zones based on Greater 
London and rest of the south-east standard 
economic regions ... However, Greater London is 
then divided into two zones ...” and you are left 
looking for the explanation. It simply is not there. 
The gaps between the zones are very considerable. I 
have raised the issue about the experience with 
Merton, Sutton and Wandsworth where as 
Wandsworth Health Authority it would have been in 
zone one but because it is merged with Merton & 
Sutton it is now in zone two. It means that a hospital 
that would have been classified as zone one is now 
shifted into zone two. We made some calculations 
and it makes about £5 million difference to the 
funding of the health authority. I think there is a big 
issue about the boundaries. 

(Dr Judge) Three quick points: the principle is 
right; this looks like a step in the right direction; we 
will not know until we get more information from the 
Department. 


70. The Department has put a paper in the Library 
here at the House of Commons which provides a bit 
more information. They say that for each NHS 


occupational group they have chosen what I take to 
be the best available comparator occupational 
classification from the New Earnings Survey, looked 
at the relative wages in the occupational 
classification in the health authority in question and 
by aggregating different occupational groups in 
different health authorities the percentage uprating 
for the different areas. You do get some significant 
anomalies and since you come from Wessex can I tell 
you that the comparator group for nurses is scientific 
technicians, and the wage rate for scientific 
technicians in Bedfordshire, for instance, which falls 
within zone three, 105 per cent weighting area, is 93 
per cent of the national average, so they are getting 
a weighting above the national average although the 
wage rates for the nurse comparator is below the 
national average. Whereas in Dorset, which may 
interest you, which is outside and, of course, gets less 
from the national average funding, the wage cost of 
your comparator group is 103.6, ie. more than the 
national average. If we were to provide this 
information to you, could you chew through it and 
either come to the conclusion that the boundaries of 
each zone have been drawn in the right place when 
you put all the data together or make suggestions of 
what the alternatives might be, or at least what the 
consequences in funding terms are of the boundaries 
being how they are? 

(Dr Raftery) I think it would be very helpful to see 
the methodologies that have been employed by the 
Department in doing this work. It is a wider issue 
than simply more research, and academics are always 
saying we need more research. A lot of the work Iam 
doing at the moment is with health commissions in 
Wessex and also with GP fundholders and the bit 
that they are most interested in is how is the health 
commission or the GP fundholder or the total 
fundholder are funded. I go back into capitation. 
Most of them do not know any of this stuff and are 
very interested in it and raise all these sorts of issues. 
It is very difficult to answer them if one does not have 
the relevant documentation. I think part of the logic 
of decentralising purchasing requires greater 
transparency in the methods by which funds are 
allocated. I would be happy to help in exploring the 
methods that have been used. 


71. Dr Carr-Hill suggested to us that if a funding 
formula gives generous funding for certain classes of 
patient and less generous for others, GPs may 
“cream skim”. Are you saying that secondary care 
purchasing authorities’ decisions are likely to be 
influenced by the funding formula? I find that 
unlikely. I would have thought they would be more 
likely to say, “We have got £80 million to spend this 
year. We are not going to spend the part for mental 
handicapped services as generated by the formula as 
an indication of what we should spend on mental 
handicapped services.” 

(Dr Raftery) I am not suggesting that. I am 
suggesting that for many purchasers it is a useful 
comparison to see how they are spending compared 
with how they are being funded and to see whether 
they are spending relatively more on the elderly or on 
the mentally ill than they are being funded for, and 
can they justify it. Can they justify being relatively 
low or high? There are priorities being made explicit 
by such a comparison and often what they do is they 
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enable one to ask better questions and become more 
aware of the deficiencies in the data and so on, but 
sometimes they do raise very major questions about 
why we are spending so much on some service that we 
did not even know we were spending so much on. 
That is a good start to a serious debate about 
priorities. 

(Dr Judge) I listened with great interest to Dr Carr- 
Hill’s answer to Mr Bayley’s question about scope 
for a formula for GPs and would want to take quite 
a different view and argue that it is very important in 
any consideration of hospital services. I think that 
you would not have to develop a formula for giving 
money to GPs. You could develop a formula for 
saying, “For a particular local community, how 
many GPs should there be?”, and then develop a 
formula for funding FHSAs or combined health 
authorities. Work that we have done at the King’s 
Fund Institute, for example, suggests that if you try 
and calculate a need indicator of this kind and 
compare it with the actual distribution of GPs you 
discover that places like Gloucestershire ought to 
have eight to ten per cent fewer GPs on average, in 
fact have ten to twelve per cent more GPs on average, 
and in places like Rotherham the opposite is true. 
There is a prima facie case that the distribution of 
GPs by reference to need is very unequal and it seems 
to me highly implausible that this is not having some 
impact on the demands on hospital services. It is not 
taken into account in the distribution of resources for 
hospital services. 


72. Do you think if you had a funding formula for 
primary health care that did match with needs that 
you would actually create the financial pressures to 
reduce the number of GPs in Gloucestershire and 
that you would create a load of money so loads of 
GPs would be attracted to practising in Rotherham, 
or would you need other administrative measures 
like formally setting the number of GPs that you 
would license in each area? 

(Dr Judge) Since 1948 the NHS in its planning has 
been split between HCHS and family health services. 
Increasingly we are moving towards integrated 
health authorities where at the local level judgments 
are made about the balance of services in the light of 
local circumstances. That demands in the future that 
we have an integrated weighted capitation formula, 
not one set for GPs and not one set for hospitals, but 
that we develop a new approach to fund integrated 
health authorities that gets rid of this false divide in 
the delivery of health care. 


Mr Sims 


73. That would cover continuing care as well, 
presumably? 

(Dr Judge) That is more problematic because of 
the parliamentary accountability distinctions 
between continuing care under local authorities and 
primary health care and hospital services under the 
NHS. Where there is one, as it were, system of 
accountability, as there will be with integrated health 
authorities, it really does make more sense. Ideally 
we would go the step you suggested but that is 
slightly more problematic. 
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Audrey Wise 


74. We explored to some extent with our previous 
witnesses the question of sparse rural populations 
and I understood our previous witnesses to say that 
needs should not be affected by the density of 
populations or the geographical distances but that 
costs of delivery may well be and that, therefore, this 
might be an appropriate element to which the market 
forces calculation should be applied. Is that your 
view? If not, does that mean you think that their costs 
are adequately coped with or what? 

(Dr Judge) Yes. 


75. Yes to which, that it ought to be the market 
formula or that they are okay? 

(Dr Judge) We should make greater efforts to find 
out the extent to which sparsity could be taken into 
account in a modified market forces factor. 


76. The distances might involve costs but not 
needs. 

(Dr Raftery) I think it relates to some of the points 
you were raising earlier about if you take the three 
components separately. The York position is 
obviously certainly right, that you would expect to 
find higher costs first. I think your point about the 
interaction between distance, utilisation and costs is 
a separate point that requires a more detailed set of 
data and set of modelling. 


77. Can I go back to the question that you were 
answering before with my colleague, Mr Bayley, 
when you said that in your experience health 
authorities are very interested in the funding formula 
and may say to themselves, “Why are we spending so 
much more on, say, mental handicap than is 
apparently provided for or expected in the funding?” 
Do you think that they might sometimes rephrase 
that and say, “Why is the funding so inadequate for 
that heading?” The effects of those two opposite 
approaches could be very different. 

(Dr Raftery) I agree. 

(Dr Judge) I agree. 


Mr Congdon 


78. The York report recommended that serious 
consideration should be given to establishing a major 
national cohort study of health care used as the best 
way of identifying the impact of health needs on 
utilisation of services. Do you believe that such a 
study is called for? 

(Dr Judge) I recall hearing Dr Carr-Hill saying 
something to the effect that the York work 
represented the end of the road for this kind of 
investigation. I never quite understood whether he 
meant that they had solved it or they had proved that 
it could not be done. I think it is probably more likely 
that they are beginning to suggest that it cannot be 
done in this way, and certainly a more detailed study 
of the circumstances and characteristics of people 
and their actual use of services in different parts of 
the country would give us a much better basis in the 
future for planning health services and for allocating 
resources. 

(Dr Raftery) I would agree. On the basis of some 
such work already, for example, the one per cent 
longitudinal study which followed through one per 
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cent of people from the 1971 census, I think there is 
scope for building on that and I think as data 
collection improves within the NHS it will be 
possible to link service use back to individuals. I 
think we are moving in that direction. The technical 
possibilities of such cohort data collection are 
increasing all the time. I would certainly favour that 
kind of analysis. 

(Dr Judge) One of the great weaknesses in this 
country is the compartmentalisation of effort and the 
failure to link effectively and exploit investments 
made by the public sector in a whole variety of ways. 
An obvious example is we have a general household 
survey every year that is not linked to vital statistics 
like mortality. The Economic and Social Research 
Council is currently putting some effort into a cohort 
study, the British Household Panel Survey, and I 
think we should be exploring the way to which we can 
in a cost-effective way make additional investments 
better to exploit efforts already underway. 


Mr Bayley 


79. The argument has moved slightly away from 
where we were. In your paper, Dr Judge, you list at 
the end on page 9 “Unresolved Questions” and the 
five questions you have listed I think you have given 
us your views on which is one of the things I was 
going to ask. You made a comment in your opening 
paragraph under that heading that there are grounds 
for believing that the long-standing commitment “to 
ensure an equitable distribution of resources” is 
being diluted by a Mi£inisterial emphasis on 
“safeguarding continuity and stability in the NHS”. 
What exactly did you mean by that statement and 
why do you think there is dilution and why does it 
matter? 

(Dr Judge) I was referring specifically to the 24 per 
cent question, if I can put it like that. It seems to me 
that this is a statement of policy, the quotes that you 
have referred to, and it represents in some ways, as 
it were, the Government’s rationale for not giving a 
needs weighting to the 24 per cent. It is important to 
recognise that the new formula adopted by the 
Government is more redistributive than the previous 
one. As best as I am able to judge, what the 
Government has decided moves in a sensible 
direction. 


80. Does distributive mean more equitable in this 
context? 

(Dr Judge) More approximate to the best estimate 
of the needs of the population, therefore more 
equitable, therefore more consistent with the historic 
principles of the National Health Service. It seems to 
me, though, that when Ministers—and this is an 
assumption—have seen the full redistributive 
consequences of the York work they have said that 
the system cannot cope with this and, therefore, they 
have effectively said, “We are going to give a greater 
weight to the stability of the system as a principle 
than to equity of access as a principle.” It seems to me 
that this sentence reflects that and I think that that is 
worrying because I would have thought that equity 
of access to health care in Britain is the fundamental 
element of the National Health Service. 


81. By the “system”, do you mean the political 
system cannot cope with it? 

(Dr Judge) No, I mean the Health Service system. 
Any complicated organisation and service delivery 
system, I think it is reasonable to say, can only easily 
cope with so much change within a fixed time period. 
If you ask health authorities to redistribute very 
substantial amounts of resources in a very short 
space of time then you introduce very considerable 
turbulence. If Ministers were making this judgment 
about the capacity of the system to adapt relative to 
equity of access, I would rather they would have been 
up front with that and said, “Therefore, we need a 
longer time period in order to achieve equity of 
access.” 


82. Do you think that similar considerations of 
wanting to damp down the redistributive effect that 
this new research was suggesting may underline their 
decision, if you like, to damp down the market forces 
factor by removing from it the Thames special 
addition? Would your comments apply to the market 
forces factor as well as to the way the Department 
chose to implement the market forces factor as well 
as the needs? 

(Dr Judge) Resource allocation is an art, not a 
science. No matter how much people like your 
witnesses today try, the data will never be sufficient 
to avoid judgments being made. It is very very 
important. Allied to that, you know better than I do 
that resource allocation has political implications 
and judgments have to be made by Ministers, I would 
imagine of any Government, about what the 
constituencies that they regard as important are 
willing to accept and that must of necessity, it seems 
to me, influence their judgment, recognising that 
resource allocation is an art, not a science. 


83. When the Government announced a financial 
settlement for the NHS this year, it amounts to 4.4 
per cent increased funding for each regional health 
authority which in a press release Virginia Bottomley 
described as 0.85 per cent growth in real terms. The 
new funding formula which the Department had 
adopted and promulgated a month or two 
beforehand was, as you say, a move in the right 
direction; it was more redistributive and it was more 
equitable than the old one. The effect of applying 
growth money to the over-funded regions was also 
slowing the process of moving towards greater 
equity, towards what you describe as the 
fundamental principle of the NHS. Do you think 
that decision can be justified or should the 
Department perhaps have used all the growth money 
in the under-funded regions whilst protecting the 
current level of services in the relatively over- 
funded areas? 

(Dr Judge) I personally would have preferred to see 
at least a timetable for moving towards targets, but 
the second point to bear in mind is that changes to 
weighted capitation represent only one of a very large 
number of changes both in the financing and the 
organisation of the National Health Service. 
Although I differ to some extent from the judgments 
that have been made, I think it is legitimate to 
recognise that Ministers and their officials have to 
make judgments about how much change you can 
introduce at any one moment in time and, therefore, 
it would be a mistake, I think, for the Committee to 
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see the changes in weighted capitation in isolation of 
these broader financial and organisational changes in 
the NHS. 

(Dr Raftery) I think there is a danger of placing too 
much emphasis on the funding of the regions because 
the differences between them due to the formula are 
not very large. The critical issue—and I think it came 
out with the previous witnesses—has to do with the 
degree to which the existing regions and the future 
regional offices are applying the formula at district 
level. My understanding is they are doing so and I 
think that may be one that you may want to explore, 
the degree to which they are doing that. 


84. Do you agree with Dr Judge that there should 
be a timetable for reaching the target? Should the 
Department of Health say, “Within a period of 
three years”? 

(Dr Raftery) Certainly at regional level. At district 
level there does need to be some discretion as to the 
implications of doing that. If moving to a target 
involves closing a hospital—some of my experience is 
of working in this area—one needs to handle that 
with great caution and make sure that one is 
absolutely right and also make sure that one 
understands the knock-on effects of doing so. 


85. Which may be preventing a hospital opening in 
an area with greater health need. 

(Dr Raftery) The experience I had when I came 
into this area was an option appraisal of a hospital 
that was already built and it was, “Shouldn’t we open 
that hospital or should we close some other 
hospital?” It was not quite the right way to do it but 
that was the way it happened. 


Audrey Wise 


86. It is all very well to use the euphemism 
“change” and say they can only absorb a certain 
amount of change, but what we are talking about is 
not simply change, is it, it is the removal of funds 
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from some and the giving of extra funds to others and 
the bit that the system cannot absorb is the bit that 
cuts. There is talk of over-target and under-target but 
then that soon slips into over-funded areas and 
under-funded areas. That is a large assumption 
contained in there. That is an assumption that some 
areas are over-funded. My own view is that it would 
be very hard to substantiate that as an absolute 
statement that some areas are over-funded. When Dr 
Judge, for instance, in an answer said that the 
application of the strict equitable formula would 
mean that your services approximated more to the 
needs of the population, that is not really what you 
meant, is it? It is the comparative needs of the 
population. Do political difficulties not arise in that 
if I am right and if nowhere is over-funded then 
naturally those areas will object to having resources 
removed? The only real solution is to get your equity 
by increasing the funding of those that are below 
target without removing from the others. 

(Dr Judge) For the record, Mrs Wise is absolutely 
correct, I should have said “relative” needs. 


87. It makes a big difference, does it not? 
(Dr Judge) It does. 


88. Is it correct to say some areas are over-funded 
and some are under-funded? 

(Dr Raftery) Only relative to each other and 
relative to NHS funding which is not the totality of 
health care, nor social care. 

Audrey Wise: That is right, and it is important that 
that be on the record. 

Chairman: Can I thank you, Dr Raftery, and you, 
Dr Judge, very much indeed for coming before us this 
morning. We have found this whole session today 
extremely helpful. It is a very very complex subject 
and you have indeed been extremely helpful to us in 
the way that you have responded to questions put to 
you. We are most grateful to you for your time. 
Thank you. 
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Memorandum submitted by the Healthcare Financial Management Association [PE 9] 


The HFMA is pleased to field witnesses to the Committee to give oral evidence, and as requested is 
attaching a written memorandum (attached). 


A summary of the main points of the memorandum is: 


1 Resource allocation is a part of the process aiming to equalise access to health care for people at 
equal risk. 


This principle remains sound. 


HFMA notes the developments that have been made to improve the original Capitation formula 
introduced in 1976. 


2 Any resource allocation policy has to address the two factors of relative need and relative cost. 
Relative need can be further broken down into two factors, age and morbidity. 


The current formula weights 76 per cent of the HCHS spending for both factors, but 24 per cent of 
the spending is weighted for age only, with no adjustment for morbidity. 


HFMaA propose that this matter be addressed as a matter of urgency. 


3 HFMA propose that the possibility of under enumeration of the population, beyond that already 
adjusted for by OPCS, should be investigated. 


4 Relative cost can be broken down into two elements, the cost of capital and the cost of labour. 


The formula includes an adjustments for the cost of capital which is supported; reference is made 
however to the three-yearly revaluation of land and buildings and sudden changes in capitation 
target which could follow. 


5 The formula includes an adjustment for labour costs which could have two negative effects; to 
perpetuate existing differentials, and to encourage “poaching” by hospitals in different pay zones. 


HFMA support the proposal to use more zones in the formula with less steep changes between 
each zone. 


6 Regular updating of data is supported by HFMA, noting that this will change targets from time to 
time. 


7 Regular review of the formula itself is supported by HFMA, in order to keep under review the 
statistical validity of the factors used and also to provide an opportunity to address district- 
specific issues. 


8 HFMA conclude that the appropriate pace of change from historic allocation to target is a matter of 
judgement; to be exercised in the light of the stability of the target and the robustness of plans by 
gaining and losing districts. 


It reminds the Committee that equal access to health care is secured not simply through the 
equitable distribution of resources but also is dependent on their effective use, and a fast pace of 
change is not necessarily consistent with this. 


9 For GP Fundholding, HFMA conclude that a full-blown capitation formula is unlikely to be possible. 
_ Providing a “benchmark” level of resource utilisation may allow constructive local discussions. 


The cost of printing and publishing these Minutes of Evidence is estimated by HMSO at £2,280. 


THE HEALTH COMMITTEE 51 
eee 
29 June 1995] [Continued 
rrr et 


PRINCIPLES OF RESOURCE ALLOCATION | 


1. Resource allocation is part of a process aimed at equal access to health care for people at equal risk. 
This key principle was enunciated nearly 20 years ago when the RAWP report was published and there seems 
no reason to depart from it. The practical implication of this is that any formula has to address two main 
issues, the relative need of each District’s residents for health care, and the relative costs of meeting that need 
in each District. 


NEED FACTORS 


2. In the RAWP report of 1976 relative need was accounted for in two parts, age/sex and morbidity. The 
first part is relatively uncontroversial; different age groups and genders make different demands on the NHS 
and it follows that a cost-weighting should be applied to the raw population. The second part, applying 
weighting to reflect the morbidity of a population had given rise to debate, both at national and regional level. 


3. There have been many developments and refinements to the formula for resource allocation over the 
last 20 years. The work of York University has been used to inform the current formula which includes a 
number of important improvements over the previous weighted capitation formula. In particular it takes 
account of a range of socio-economic factors, which is the first time these have been included in the national 
formula. The HFMA welcomes this and has no reason to challenge York’s work, which provides 
demographic factors which establish a “best fit” of spending associated with patient services. As with any 
statistical association, although various need factors may be linked there is no absolute proof of cause and 
effect. York’s work therefore needs to be revisited at regular intervals with new data to see whether the 
statistical association is still present. 


4. The NHS Executive has accepted York’s work in respect of acute health spending which accounts for 
some 64 per cent and for psychiatric spending which accounts for some 12 per cent. The NHS Executive then 
decided to leave the remaining 24 per cent of health care expenditure un-weighted for morbidity. The NHS 
Executive explanatory booklet (HCHS Revenue Resource Allocation—Weighted Capitation Formula 
November 1994), used the phrase “default option”, in describing their decision-making process. Each 
expenditure programme was reviewed and assigned the acute weighting, the psychiatric weighting, or—by 
default—no weighting. In this way Learning Disability Services and Community Services (other than 
Maternity and Psychiatry) received no weighting. As York have now shown in a subsequent paper 
[Discussion Paper 134, May 1995] applying a weighting to 76 per cent of the formula results in greater 
distances from target (both over and under) as compared with those which would apply if weightings were 
applied to 100 per cent of it. York’s paper claims that 10 districts in the country have their target overstated 
by between 3.9 per cent and 5.3 per cent, and 10 have their target understated by between 3.6 per cent and 
5.1 per cent, as compared with what would be the case if the acute index had been applied. If in principle some 
weighting is justified, but is held at zero until at some later stage a relevant weighting is agreed upon, the 
formula could lead health authorities to plan on an unrealistic long run assumptions. The HFMA takes the 
view that in the next stage of the review of the formula this aspect should be addressed as a matter of urgency 
to find an acceptable weighting. 


Meanwhile three other possible interim default options should be considered 
(i) the average of the other two weightings. 
(ii) the acute weighting only (being the less redistributive of the two). 
(iii) SMR only (as status quo from the previous formula). 


5. The need weightings (age and morbidity) are applied to resident population. A problem faced by some 
Districts is that they believe the OPCS estimates of their population are too low. This can be for a variety of 
reasons, but the most often cited are non-completion of census data associated with tax evasion, homeless 
people (especially sleeping rough) omitted on census night, and refugees arriving since the census. Some 
adjustment has been made by OPCS for under enumeration. Other bodies such as Local Authorities, Shelter, 
Migrant Worker Forums do claim to have evidence justifying a larger adjustment. It should however be noted 
that rates of death and illness are calculated by reference to actual numbers divided by resident population: 
so that “discovering” more population adds to the resident base in the formula but reduces the “needs” 
weighting then applied to it, and is to an extent self correcting. HFMA, whilst noting that the OPCS is 
probably the most expert and impartial body, believes that this under enumeration warrants further study. 


Cost FACTORS—CAPITAL 


6. The second category of weighting is to reflect relative costs. The logic is that health care purchasers 
buying from high cost areas of the country require higher purchasing power to achieve the same result as 
purchasers buying from lower cost areas. The market forces adjustment adopted recognises two factors, 


capital and labour. 
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7. With regard to capital, the system of capital charges introduced in 1991 gives a reasonably robust 
database in respect of capital charges paid by different providers, and by implication charged to purchasers. 
Not all of these reflect the operation of different geographical cost variations, some reflect the efficiency or 
inefficiency with which the providers actually use their land or buildings. Purchasers therefore are 
compensated by the District Valuer’s assessment of relative land and building cost variations in each part of 
the country, but not any efficient or inefficient use of capital assets by providers. The main problem with the 
approach adopted, and indeed with capital charges more generally, is that every five years there is a national 
revaluation of land and buildings which can change considerably providers costs, relative to one another. To 
the extent that the revaluation increases (or decreases) capital charges across the country, purchasers 
capitation targets will also change. However any individual provider may face a capital charge increase which 
is greater or smaller than average. 


These are then two options to consider in relation to changing the allocation to purchasers for the next 
year. One is to increase each purchaser allocation by the national average. This has the advantage that their 
distance from target does not change, but the price rises sought by their local providers could give rise to 
windfall gains or losses. 


The second option is to increase purchaser allocations in a way which reflects the position of their local 
providers. Whilst this eliminates windfall gains and losses from contact negotiations, it means that purchasers 
could become closer to or more distant from target in a sudden and unpredictable way. 


Since capital charges account for about 10 per cent of a typical DHA cash limit, if one DHA experiences 
changes to its capital charges by 10 per cent relative to another, their relative target position will change by 
1.0 per cent. 


This discontinuity is not a problem of the capitation formula as such, more one of the capital charges 
system generally. It does however have a bearing on the pace of change towards targets, discussed in a later 
paragraph [11] of this paper. 


Cost FACTORS—LABOUR 


8. There is not wholesale agreement on how purchasers should be compensated for differences in labour 
cost. At the moment New Earning Survey data is used to give a proxy of what providers need to incur to 
attract staff at the market rate. (The assumption is that, apart from medical staff, the existence of national 
pay rates does not prevent staff from seeking alternative employment if hospitals fail to pay the going rate. 
Hospitals therefore engage in a variety of practices to ensure that what ends up in pay packets is sufficient to 
retain staff, whether this be through overtime arrangements or grade drift. Even where national rates are 
rigidly applied, if these are below the market rate vacancies will result and as a consequence high cost agency 
staff will be employed.) 


The principle of purchaser compensation is supported by the HFMA. One of the concerns however is that 
there is an element of self fulfilling prophecy. If purchasers are funded for current geographical cost 
differences, they will continue to be able to pay hospital prices reflecting these g.ographical cost differences 
and thus hospitals will be in a position to continue to offer market variations in staff pay. With the 
introduction of local pay arrangements there is some concern that well funded purchasers might enable local 
providers to attract staff from competitor hospitals just across the border if that competitor’s largest 
purchaser is less well funded. This concern is more likely to apply where the competition is fiercest between 
hospitals, rather than between hospitals and other employers locally, and the strength of it therefore probably 
varies On a case to case basis up and down the country. It does however appear to be a compelling argument 
for avoiding the big “steps” which occur by the using the current four pay zones in the formula by adopting 
a number of less steep graduated changes in rather more boundaries up and down the country. The HEMA 
welcome the review of this issue which is underway. 


REGULAR REVIEW OF DATA 


9. There is a need for annual (or at least regular) review of data. Whilst the factors used in the formula 
may not change, it is necessary to insert revised data into the formula reflecting changes in the relative needs 
of populations as they grow older, migrate, and become more or less healthy. Similarly the cost factors will 
change as the local economy in an area changes and as land and building revaluations take place. As a 
consequence, every purchaser target is liable to change. 


REGULAR REVIEW OF THE FORMULA? 


10. Itis wise to keep the formula itself under review. When the 14 former regions were statutory authorities 
in their own right, they had the power to vary the national formula in its application to its districts. This did 
allow them to be sensitive to particular issues which might be seen as trivial within a broad brush national 
approach but which never the less were highly significant for any individual district. Example of such factors 
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are hospital and ambulance emergency services in tourist and resort areas, and problems of homelessness in 
the inner cities. The danger of establishing a national formula and regarding it as a task completed is that 
significant but localised issues could be ignored until they become so pressing that the DHA (or another local 
body having an interest) may commission alternative studies. This could lead to a confrontational approach 
which is unlikely to be helpful. Whilst recognising the alternative danger—that a standing review group 
encourages wasteful lobbying—on balance the HFMA welcome the continuation of the current resource 
allocation group as a standing forum. 


PACE OF CHANGE 


11. Almost inseparable from the formula itself is the pace of change from historic allocations to target. In 
some ways, the judgement about this is more critical than the calculation of the target itself. In theory, if the 
target does genuinely represent the sum of money needed to ensure equal access for population of equal risk, 
then a very fast pace of change would achieve equity more quickly. In practice, calculation of a target is only 
part of resource allocation policy: true equity will only be achieved if the funds are employed with full 
effectiveness. Three broad approaches exist; one is a fast pace of change, involving real reductions in over 
target authorities to finance real increases in under target authorities (on top of that which they would have 
received through national growth in the NHS); the second is a levelling up process whereby over target 
authorities stand still in real terms and gaining authorities share the growth in the NHS (which brings them 
relatively closer to their target in comparison to over target authorities); the third approach is one of “floor” 
growth for all authorities (even over target ones) with additional growth for the under target authorities. In 
judging which of these options for pace of change to adopt, it is necessary to consider the stability of the target 
(which in turn depends on the robustness of the formula, and the data in it) and the robustness of plans for 
sensible use of new resources by gainers, and for the loss of resources by others. 


Earlier paragraphs have noted that the formula itself may need one or two changes before it could be 
regarded as robust; and that the data in it will be subject to regular change. The target for each DHA is 
therefore not stable. 


The prospects for growth in the NHS can change with the economic fortunes of the country. DHAs ability 
to spend additional funds may be constrained by their providers ability to spend new capital or to recruit staff. 
DHAs ability to release funds for redistribution may depend on efficiency savings to be made by Trusts under 
contract. 


The HFMA therefore conclude that whilst the judgement on pace of change is one that has to be made 
year-by-year in the light of prevailing circumstances, under current circumstances a fast pace of change is not 
necessarily consistent with achieving equity of access to health care. 


GP FUNDHOLDING 


12. This paper has so far concerned itself with the HCHS funding of DHAs. The process of funding GP 
Fundholders takes place within the overall allocation process. However the budgets are formed from three 
components: 

— HCHS a partial transfer of purchasing power from the DHA. 
— Cash Limited General Medical Services (eg practice staffing) transferred from the FHSA. 
— Non-cash Limited General Medical Services (prescribing). 


The principles underpinning this budget-setting process should be consistent with those which form the 
basis for resource allocation, ie aiming at equal access to health care for people at equal risk. In particular 
this should seek to ensure an equitable distribution of resources between fundholding and non-fundholding 
general practitioners. 

13. Whilst a capitation formula may not be possible, some form of “benchmarking” most certainly is. 
“Benchmarking” would compare hospitalisation rates (in and out patient) and aim to ask questions of GPs 
with very high and low rates. It would perform a similar calculation in respect of prescribing costs. These 
comparisons would be across fundholders and non-fundholders alike. 


This process will require an investment in time and information handling and an openness which some 
DHAs may find difficult. 

The question that various health authorities are faced with is how to redistribute resources between GPFH 
if a benchmarking exercise indicates that this is desirable. If the policy on DHA pace of change were to allow 
no growth for over-target DHAs, any redistribution between GPFH within over-target DHAs has to involve 
losers as well as gainers. 


19 June 1995 
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Examination of Witnesses 


Mr K Forp, Vice Chairman, Mr S Day, Immediate Past Chairman, and Ms RHONA MACDONALD, HFMA 
representative on Resource Allocation Group of NHS Executive, Healthcare Financial Management 


Association, examined. 


Chairman 


89. Good morning ladies and gentlemen. This is 
the second session when the Health Select Committee 
will be taking evidence on their inquiry into public 
expenditure and resource allocation. It gives me the 
greatest pleasure on behalf of members to welcome 
representatives from the Healthcare Financial 
Management Association: Mr Keith Ford, who is the 
Vice Chairman of the HFMA, Mr Stephen Day, the 
immediate past chairman of the HFMA, and Ms 
Rhona MacDonald, who is the HFMA 
representative on the Resource Allocation Group on 
the NHS Executive. We are delighted to see you here 
this morning and we look forward to hearing the 
answers you are going to give to our questions. In 
your memorandum you suggest that a weighting for 
need should be given to the community and 
administration elements of the HCHS resource 
allocation formula. The Department of Health feel 
that until an evidence-based decision can be made, 
there should be no weighting. Why do you disagree 
with this? 

(Mr Ford) Good morning. We represent NHS 
financial management on the ground. As 
practitioners we have to implement the pace of 
change from historic allocations to targets. The 
problem we feel is that if some weighting is justified 
for this 24 per cent and it is just a matter that it has 
not yet been found, when such a weighting is 
introduced then the targets will change. If the targets 
are publicised next year with no weighting in them, it 
could give authorities an unreal expectation of what 
their position is, whether they are going to be gainers 
or losers against that target. So our suggestion is that 
there were a number of other options which could 
have been used, other than simply saying no 
weighting until a correct weighting is found. 


Mr Whittingdale 


90. If you were to adopt a weighting but it then 
transpired the actual weighting they decided to use 
was a different weighting, why does that give a less 
unrealistic picture to authorities than using no 
weighting at the moment? 

(Mr Ford) It would depend on which weighting 
you chose to adopt as your interim one. You would 
have to adopt one which judgment told you was 
likely to lead you in the direction that the eventual 
weighting would take you, and that would mean 
looking at what is in the 24 per cent, of which roughly 
half is community spending, and asking what general 
judgment tells you would be the sort of direction the 
weighting would take you in. 


91. If you adopt a weighting as an interim measure 
which you believe is likely to be not dissimilar to the 
final decision, what would you suggest? 

(Mr Ford) In our paper we have suggested three 
possible options for further consideration. They were 
either to use the acute weighting as recommended by 
York or a combination of the acute and psychiatric, 


or the status quo from the formula which preceded 
the York report, the square root of SMR under 75. 
In a sense one could look at each of those and say 
which is the one which appears to move us in the right 
direction, or even some combination of those. We are 
not claiming that any of those has a technical 
accuracy that is right and better than zero, but that 
using zero sends the wrong signals and we need to 
give the right signals. It may even be that simple 
words around the next issue of the target, saying, “Be 
careful, there could be some weighting coming” 
would be enough. 


Mr Spring 


92. In your memorandum you allude to the York 
Report and you touch on the decision to leave the 
allocations for community administration 
unweighted. I wanted to touch on the question of 
administration costs which are running at some 8 to 
10 per cent of total HCHS spending. We have heard 
these costs are likely to be proportional to activity 
and should be weighted accordingly. Are you aware 
of any evidence which would link management costs 
to activity and therefore need? Flowing from that, 
will the current moves to quantify management costs 
more clearly allow a clearer identification of that 
link? 

(Mr Ford) Can I deal with two parts? First of all, 
can I make a correction to the opening part of your 
statement? There is 8 per cent recorded as part of the 
24 per cent unweighted, of which something like 3.6 
per cent is administration. There is another 4.2 per 
cent which is called “other services”. That is not 
administration, that is where accountants in 
compiling final accounts put things like joint finance, 
colleges of nursing and midwifery, grants to 
voluntary bodies; various amounts which do not go 
into the other elements. So the administration 
element is actually less than the figure you talked 
about. Turning to your question about what is the 
right potential link between the 3.6 per cent 
administration recorded in final accounts and 
activity: I do not know that anyone has hard evidence 
of a link. I would say from practical experience 
management is partly about maintaining things, you 
have to pay people, you have to pay your GPs, your 
staff, to keep the system running, and it is also about 
the management of change, you need to shift from 
secondary to primary care, you need to shift 
resources from part A of the country to part B, so 
there is a distinct element of management on top of 
maintenance which is about change. We can go as far 
at the moment as saying it is not a simple matter of 
no weighting, it probably links to the rest of the funds 
under management which would be as good a way as 
weighting that component. 
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Mr Bayley 


93. What would that mean in practice if you 
weighted it in the same way as your other 
management costs? Would it mean using the other 
two weightings in the same proportions? 

(Mr Ford) I think if you took the 3.6 per cent 
administration and said that should follow the funds 
being managed, then it would be on the other 76 per 
cent, of which 64 per cent is the acute weighting and 
12 per cent is the acute and psychiatric weighting. 


94. So it could be 85-15 or whatever? 

(Mr Ford) Something like that. We are actually 
talking about a very, very tiny difference to the end 
target for any authority. We are talking about 
shading 3.6 per cent with a weighting or not a 
weighting; it is not a huge factor. 


Alice Mahon 


95. Other witnesses have suggested some factors 
may have been inadequately reflected in the HCHS 
formula. Are there any particular needs factors, such 
as population sparsity or ethnicity, which are given 
insufficient attention in the formula? 

(Mr Ford) Perhaps I can deal with the two you 
quoted. I think the NHS Executive are looking and 
have looked at population sparsity, and the interim 
conclusion is that it probably is not a factor in the 
cost of hospital based services, but it possibly might 
be a factor in the cost of community based services. 
It is not a need factor, it does not reflect the needs of 
the population, but it reflects the cost of providing 
services to any given population. As far as ethnicity 
goes, that is a very tricky area where we as 
practitioners can only study the statistical 
association put together by experts such as York, but 
as I understand it the position is that there are a 
number of variables which are suggested to explain 
why one authority might need more funds in its 
target than another. To the extent those factors 
explain that, they may also act as a proxy for other 
factors, so if you have death rates which are higher in 
an ethnic minority population that will come 
through in the death rate bit of the formula. In the 
psychiatric bit of the formula there is an element for 
persons of New Commonwealth origin, so there are 
factors in the formula which are directly related to 
ethnicity or by proxy. 


96. Low birth weight? 

(Mr Ford) | do not recall from memory that is in 
the formula, but I will have to get back to the 
Committee with a written note on that. 

Chairman: If you would do that, that would be 
helpful. 


Mr Congdon 


97. I wonder if you can help me on a more 
fundamental point of the way the funds are 
allocated? I think everybody accepts you cannot 
simply allocate funds based on population because 
the age profile of the population differs from area to 
area. Everybody accepts that you cannot simply doit 
on a neutral cost basis in the sense that you say that 
£1 in London buys you the same in Scotland or 
whatever, so we have the market forces factor. As a 


lay person, that seems to be relatively easy to come to 
a view on those, although reading some of the 
evidence, I am not so sure. The bit that is much more 
difficult is assessing need and I think everybody 
would agree that there are different needs in different 
areas. I find it very hard to see what weighting is given 
to need as opposed to those other two factors. 
Perhaps I can be a bit more specific, and I apologise 
for quoting my own area in this, but I am not making 
a case at all. Croydon has a relatively young 
population compared to, say, Worthing on the south 
coast. Worthing happens to be a large gainer because 
of the age-cost profile, yet if you look at the funding 
per capita based on all these calculations, Worthing 
actually gets more funding per capita than Croydon 
today. I think most people would probably find that 
somewhat extraordinary. It might be justified based 
on the age-cost profile, but what comments would 
you make on the weighting given to the relative 
factors in the formula that lead to a situation like 
that? Is it a good situation, is it a bad situation or is 
it a reasonable situation? 

(Mr Ford) I think there are a number of different 
points rolled up in that same question. One is to 
disentangle discussions about what each of those two 
authorities has in its calculation now which is 
different from how the target is calculated. I really do 
not think I am in a position to comment specifically 
on either Worthing or Croydon. I do not think we are 
here to talk about any given district, but in general 
terms the point is that there are three factors which 
all change the target from, as you described it, a 
simple population and one is the age-cost, one is 
market forces and one is needs and for different 
authorities they have different impacts. In inner 
London the market forces is probably more 
significant to the final target than the age weighting. 
For other authorities the position may very well be 
different. I am not sure, and I am looking to my 
colleagues now, that I can really add much more to 
answer your question. 

(Mr Day) Madam Chairman, if I could just add 
one perspective to that and that is to separate the two 
issues of how the needs target is reflected compared 
to what I think you were saying which is how the 
actual spend is occurring now in terms of the current 
allocation in those two places. We have to be careful 
in looking at those two. We can talk about deprived 
authorities or needy authorities, but it has two 
dimensions. It may have a dimension in terms of 
population weighting, but it then has a dimension in 
terms of how the allocation sits, against the weighted 
population, against the target. The two figures you 
quote were, on the one hand, the capitation target 
and, on the other, the current allocation. Getting 
from one to the other brings us to the crucial issue of 
pace of change and the process of equalisation 
towards the target position. 


98. Can I interject because I do not want to get at 
this stage into the pace of change debate because I 
actually think it is not relevant to the point I am 
making, with all due respect. It seems to me that we 
have a lot of people who have done some good work 
in looking at the formula and have come up with all 
sorts of factors which should be taken into account 
in terms of need. I understand that and I have no 
problem with that at all. What is much harder is to 
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get anybody to look at, and I am not making this as 
a criticism of yourselves, to look at it and say, 
“Notwithstanding all this, notwithstanding whether 
you include the 24 per cent” which Richard Spring 
referred to “and the 10 per cent, what actually does 
the formula throw up when all is settled and would 
most people regard the outcome as being reasonable, 
however derived?” The problem that I have in 
grabbing hold of that and in understanding that is 
that I can understand the need to take into account 
the age profile and the costs of that age profile, I can 
understand market forces and I can understand a 
debate about needs, but what is much harder to 
understand is when you have got the needs sitting in 
the middle what weighting is actually really 
effectively given to that or is it given the same 
weighting as the other three factors because one of 
the worrying things is that if the market forces factors 
was not there, the situation of funding, say, in 
London would be really awful simply because of the 
age-cost profile which seems to play too big a part in 
the formula. Is that fair or not? 

(Mr Ford) As I understand it, it is based 
empirically. In other words, it is by measuring health 
experience that the various weights are derived, so in 
terms of the age-cost curve, it is actually based on the 
access of different age groups to services which 
determines the proportion of weighting. With 
respect, I have shared some of your experience in a 
sense working for a regional health authority where 
you look at different population areas and you think, 
“Well, they must be more needy or more deprived 
than somewhere else”, but it is actually very difficult 
to do it on that relatively subjective basis because 
what the formula tries to do is to remove subjectivity 
and be objective about the actual health experience, 
the actual needs factors, the actual demand factors 
and to weight those accordingly to come out with 
what is, if you like, a technically correct formula to 
support the principle which must lie behind resource 
allocation and, therefore, the whole purpose of 
having a formula which is to try to secure equality of 
access for equality of need in any given set of 
patients. 


Mr Bayley 


99. My understanding, and this is a question so 
you can tell me if my understanding is wrong, but my 
understanding is that the new formula published by 
the Department of Health in October or November 
of last year gives less of a weighting relatively to the 
elderly than the old formula because they did some 
work and they found the average cost of a bed day for 
an elderly person was rather lower than the average 
cost of a bed day for a younger person because they 
are more likely to be in rehabilitative care rather than 
acute care, so is it not the case, following David 
Congdon’s point, that in fact now there is less 
weighting being given to the elderly population than 
was the case in the past? 

(Mr Ford) It is my understanding that data are 
reviewed regularly in the part of the formula and 
every year one will redo the calculation, say, if there 
is a U-shaped curve where people in the 0-4s cost 
more than the 15-24s and the people over 85 at the 
other end of the curve cost more. That is not a 
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position that sticks. That is a position you change 
every year. You observe actual spending by the NHS 
on people in age groups and re-run it. Ifit so happens 
that when you re-run the data it is observed that the 
relative cost of treating the very elderly is no longer 
eight times that of a 15-year-old, but it is only seven 
times, then that re-run will be fed into the formula 
and that is a natural part of keeping the data in a 
formula up to date. 


100. Following David Congdon’s point, is that a 
sensible way to adjust the weighting for age because 
it may be a supply-induced weighting? In other 
words, if you still have lots of old geriatric wards, you 
might find that the weighting is high simply because 
you have lots of old geriatric wards rather than 
because of the health needs of the elderly, or possibly 
the other way round, you might find that the costs go 
up because you get rid of wards and care in the 
community is more expensive. 

(Mr Ford) If I may, I would like to try and avoid 
being drawn too far on that one. We state where we 
come from, as it were. Our job as practising financial 
managers is to be able to explain terms like over and 
under-target to our residents, our chairs, our 
clinicians and so on to plan ahead for the gains and 
losses implicit in moving towards a target and to try, 
as far as we can, to take Mr Congdon’s point, to 
make sure that what does not feel fair to us we refer 
back to arguments with the NHSE, sensible 
discussions with the NHSE, that say, “This does not 
feel right what you have come out with”. I do not 
think we are staffed as a research institute to 
disentangle quite complex work about supply and 
demand-induced variables and some _ quite 
complicated statistical work which is in the York 
Report. I do not think that is what we are able to do. 


Mr Austin-Walker 


101. We know that the census data seriously 
under-estimates population in many areas, and the 
OPCS in their estimates attempt to correct for this. 
You suggest in your memorandum that you still feel 
the OPCS estimates under-estimate the population in 
some areas. Could you say what evidence you have 
for this? You also suggest that this requires further 
investigation, what kind of investigation are you 
suggesting? 

(Mr Ford) The question goes back to our role in the 
service, implementing this on the ground and 
explaining to our constituents. There are people who 
say to us just what you have said, “This cannot be 
right, surely, there are people we know who were not 
counted.” It is not that we have any large scale 
evidence for that but it is the people on the ground 
saying to us, “We do not feel this bit is a very strong 
bit.” In our memorandum we do not suggest further 
research, we use the term “further study”, by that we 
mean we would like to see the working papers of the 
OPCS, how they did their adjustment for the so- 
called missing million between their expected and 
actual count. We would like to see how their 
adjustments were done at district health authority 
level and share that in an open way to satisfy some of 
the people in the districts who believe there is a 
particularly large under-count, so they can feel it is 
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an open process. That open process may throw up 
areas for further research, it may satisfy people; I 
could not say at the moment which it would be. 


102. Would you accept that those areas where 
there is more likely to be an under-estimate, are areas 
where it is an under-estimation of those people who 
may have less health care needs? 

(Mr Ford) My information from the OPCS is that 
their adjustment for the missing population has not 
been equal over every district in the country, it has 
been focused on particular districts which were more 
likely to have the under-enumeration given their age- 
sex mix and their 1981 census projected forward, so 
they have tried to focus it where that would be the 
case. 


Rev Smyth 


103. Would they not have some evidence of usage 
in the past and also in the current year which would 
help them in that aspect? I am asking the question 
specifically because we had a similar problem when 
there was a boycott on an earlier census in Northern 
Ireland, and yet at the end of the day the figures were 
not that far out. 

(Mr Ford) | am being drawn in rather to speak for 
OPCS at second-hand and this may not be a wise 
thing for me to do. My understanding is that they 
have done more or less what you said, it is not so 
much usage as saying, “There is a 1981 census, we 
would have expected on the basis of that births and 
deaths, net migration into that area, to have seen a 
population in 1991 of X. It is actually X minus 2 per 
cent nationally (it would be different for different 
districts) therefore we will make adjustments.” They 
have therefore tried to adjust for factors which help 
in the way you suggest. I do not think I can go further 
on that because I think there are other experts better 
qualified to answer that question. 


Mr Bayley 


104. In relation to the market forces element of the 
formula, how do you think pay zones might be 
developed to avoid the anomalous effects at the 
boundaries caused by sharply different allocations 
between authorities either side of a boundary? 

(Ms MacDonald) | think the key here is we are 
going to repeat some of the themes we have already 
talked about. HFMA is not a research body and our 
argument would be that what we need to do is some 
robust research in this whole area, so I do not feel 
qualified to offer an alternative level of pay zones. 
Our concern would be that our experience on the 
ground suggests that the current allocation of zones 
is not necessarily very accurate. It implies something 
like a 10 to 12 per cent pay differential between zone 
three and four, and that does not feel right. So on that 
basis we would be suggesting actually what we need 
to do is engage in some further research and get a 
more accurate position. Whether or not you need an 
interim position, we go back to some of the 
discussion we had earlier, which is that we would 
want to secure we are heading in the right direction 
as opposed to giving people the wrong messages. 
Again we come back to the same arguments we used 


previously, that we may need to do that by means ofa 
written commentary to the targets which explain that 
this area is not particularly robust. 


105. That is a pretty damning thing to say about a 
government funding formula which is giving 25 per 
cent more money to some health authorities than the 
average. You are basically saying that you have no 
confidence in the formula at the moment? 

(Ms MacDonald) I should say we have it absolutely 
clear that the principle is correct and that in many 
areas it does give a feel right factor. Quite clearly 
costs in London are higher and that should be 
reflected in the resource allocations policy. 


106. But you are suggesting the size of the steps 
may be wrong? 

(Ms MacDonald) Yes, | am suggesting that when 
you begin to move out of London, and perhaps 
between the London zones, some of the sizes appear 
to be incorrect, on the basis that it does not feel right, 
but there is no evidence yet. I have no evidence to 
prove my case but I am clear that we do need to do 
the work to improve the robustness of the formula. 


107. One of the bits of evidence which has come to 
us is a paper which the Minister put in the Library 
here, which I hope will be published in our report so 
it is more generally available. On the basis of the 
formula used by the Government to calculate relative 
pay costs in each health authority, it gives the 
weighting figure, whether it is 1.1 per cent of the 
national average or 0.9 per cent, and it does reveal 
some peculiar figures. There is one health authority, 
I think it is the Isle of Wight, which is in zone three 
which has substantially lower than national average 
wage costs, and some health authorities in zone four 
which have substantially higher than national 
average even though it is 93 per cent of the national 
average—Cheshire has very high wage costs. Would 
it make sense, at least as an interim measure, to give 
each health district a weighting according to the 
average health costs? Instead of having concentric 
circles coming out of London, which according to 
this data does not reflect where the high and low 
points of wages are, would it not be sensible to weight 
each health authority? 

(Ms MacDonald) | think the danger of adopting an 
interim solution is that it would be open to the same 
criticisms as the existing position. There may be some 
merit in what you are suggesting, but one would need 
to look at all the factors. One of the important things 
is to look at the implications and what the results are. 
I have not done that work in relation to what you are 
suggesting, so I cannot tell you. I amclear that unless 
we do a properly researched piece of work which 
gives credibility to the market forces factor, which we 
all agree is in principle correct, we will run the danger 
of undermining it. 

(Mr Ford) | think one of the things we must avoid 
is the notion that in a target each element of the target 
then has to be spent on that thing which built up to 
the target, therefore the market force has to be spent 
solely on extra pay costs or the element for the elderly 
spend on the elderly. As with any formula, the 
intention is to end up with a pot of money which 
broadly gives equal purchasing power across the 
country. That is only part of the equation of getting 
effective health care to people, the other part is how 
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well the purchasers deploy that as between care 
groups and as between the contracts with self- 
governing trusts, and how well the self-governing 
trusts then use that money effectively to manage their 
particular institution, and relative wages and skill 
mix and vacancy rates all come into it. I think it isa 
little dangerous to simply focus on one bit of how a 
trust may be performing at the moment, and say that 
must feed back into the formula adjustment. 


108. I think the Government’s figures of relative 
wage costs are based on non-NHS wage costs, so it is 
not simply that a particular hospital has been a 
traditional high payer in terms of wages and that is 
replicated in the formula, they are supposed to be 
looking at outside comparators. One of the things 
which worries me is that all of the caring professions, 
professions supplementary to medicine and nursing, 
have their wages linked to scientific technicians. The 
number of scientific technicians in inner London 
health authorities whose wages are polled, if that is 
the right word, under the New Earning Survey is tiny. 
It is 20 or 30, that sort of order. Now, it does seem to 
me of great weakness in the market forces formula 
that the wage weighting provided for very large 
numbers of nurses and other professionals 
supplementary to medicine in a specific district is 
determined by the wages of 30 of 40 individual 
people. Can you think of any way around that 
deficiency with the market forces formula? 

(Ms MacDonald) I think you have just highlighted 
the position effectively which is that we do not have 
the answers because the work has not been done to 
look at all these issues and do the work to give us a 
robust market forces factor. 


109. A couple of comments that you have made 
leave me a little bit uneasy. When you have used 
phrases like, “This bit of allocation feels right and 
that bit feels wrong”, it suggests very much a 
subjective judgment. If the idea is to compensate for 
additional costs so that spending power is the same 
in all parts of the country, surely one should not go 
for “feel right” or “feel wrong” factors, subjective 
judgments, but one should simply look at the market 
forces, wage costs and capital costs in different areas 
and apply those straight and explain to the public 
what you are doing and why, that it is a transparent 
formula, and not give the impression that it is just a 
sort of hunched fudge. 

(Mr Ford) May | just put that in context. I think I 
may have led us off down the wrong track earlier on. 
Let us just restate what we think a formula should be. 
It should be as nearly technically correct as is 
humanly possible and we think the NHS Executive 
has made great strides since 1976 and RAWP to do 
that and we are working alongside them on that now, 
working very hard on that. It should be done in an 
open manner and an open process so that people out 
in the field have confidence when they have a target 
that it has been arrived at in a fair way. The “feel fair” 
factor is the third leg of which those other two are 
very important, that if out in the field a target comes 
out to which people then say, “That does not feel 
quite right”, that is not to say that their needs are to 
be fixed on a hunch, but it might suggest areas for 
further study and it might suggest the New Earning 
Survey was a better proxy to use than nothing but a 
hunch, but there may be even better proxies to use for 


NHS wage costs and we should look for those. I am 
definitely not suggesting working on a hunch, but 
merely that feeling fair gives you a clue as to where to 
direct your research in the next round of research. 


110. Could I just put to you one point which I put 
to Ms MacDonald. I said should we go on an interim 
basis for a district-by-district weighting and she said, 
“No, we do not: want an interim formula; we want 
one that is robust”, and I can understand that, but do 
you think that it would be desirable in reviewing the 
formula to look at the merits and the consequences 
of doing a district-by-district weighting? 

(Mr Ford) That is a question I had not considered. 
I think I would probably want to stick to our 
evidence as written, that we think more pay zones 
would probably be the answer and research into that 
is relevant. In theory, having a district-by-district one 
means that you have 90 pay zones, one for each 
district. I do not think we were going quite that far. 
It is an interesting suggestion. 


111. What does more pay zones mean in practice? 
(Mr Ford) A number bigger than four. 


112. I am asking you to go for a hunch, a “feel 
right” figure. 

(Mr Ford) | know you are and I am just a bit 
worried about that! 


113. I will not blame you. 

(Mr Ford) | think it isa number which ends up with 
steps between them which are not as big as a 12 per 
cent step, but is not wasting time and having a half 
per cent step between a pay zone. That is just 
ridiculous, aim-it-on-the-head-of-a-pin stuff. It is a 
number which ends up with a step between them 
which is sensible. 


114. Sort of very focused? 
(Mr Ford) Am I allowed to nod, Madam 
Chairman? 


Mr Whittingdale 


115. Could I return to the question of the effect of 
sparsity of population in remote rural areas which I 
think you said might increase costs of delivery of 
community care. Have you any estimation of how 
serious an affect that has by not including a factor to 
account for that in the formula and have you any 
thoughts about how you might include a factor to 
account for it? 

(Mr Ford) In respect of the first point, no, we do 
not have any estimation of the size, if any, of a 
community effect of sparsity. If there is one, it would 
be expected to be in the area of community staff, 
wasted time on travelling as opposed to client contact 
time, in which case the weighting would derive from 
surveys of that sort of time that would need to be 
carried out in both rural districts and urban districts 
and that would in its turn depend on whether there is 
existing evidence or data-capture systems for how 
one looks at community staff time. There are systems 
around, but they are not necessarily the same in every 
district and you need to get the same data. 


116. You could not just incorporate a whole 
population density factor? Would that approximate 
to it or is that too rough? 
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(Mr Day) This has been looked at in a number of 
different places and the problem with that is that 
speed of travel varies between different populations 
as well, so it is not just a question of density of 
population because the greater the density of 
population generally, the slower the speed of travel 
as well, so what has often been found is that the two 
counterbalance each other which I think is why lots 
of studies have gone a long way to look at it, but have 
not yet actually come out with a very definitive 
answer, as to whether it has a strong association and, 
therefore, there should be a very firm weighting either 
one way or the other. 


Mr Congdon 


117. Could I now turn to the question of pace of 
change. In your evidence you argue for a slow pace of 
change towards revenue targets, otherwise efficiency, 
you say, will be lost. Is there not a danger that a slow 
pace would simply perpetuate the current 
inequalities for longer? 

(Mr Ford) A target is not an entitlement to funds. 
I think that is the position from which we start. A 
target is a best estimate of a relatively fair share of 
resources to be put in the hands of purchasers, but 
the target will change, the data in it will change as 
new population data comes up, the age-cost curve 
may change with each year’s experience, and the 
formula itself could change if statistical association 
between various need factors is re-explored. From 
those points of view, jumping very quickly to a target 
which itself may move may not be the best thing. The 
second leg of our argument in the paper is that with 
all large organisations, a large-scale change over a 
short timescale tends not to get the most effective use 
of resources in any organisation and in terms of what 
resource allocation is about in the Health Service, it 
is patients and their effective treatment. If you get at 
relatively short notice fairly large-scale change, you 
do not necessarily as purchasers get enabled to plan 
between care groups very quickly and providers do 
not necessarily have the ability either to recruit or lay 
off staff very quickly or invest in new buildings. We 
are suggesting, therefore, that the pace of change 
needs to be consistent with giving truly effective use 
of resources and maximum health gain out of it. 


118. I wonder if you could help me to be a bit more 
specific about that in terms of what pace of change do 
you think can be absorbed to enable appropriate 
continuity of service. That is one aspect. Secondly, do 
you believe in any moving towards whatever target 
that no district should actually lose funding in real 
terms? In other words, the move towards the target 
to get the gainers to go towards the target should 
simply be done on the basis of using the growth funds 
for that aspect? 

(Mr Ford) 1 do not think there is a number we 
would pluck out of the air and say the appropriate 
pace of change is one year or five years or 15. I think 
there is a judgment to be exercised by the regional 
office of the NHS Executive, looking at the position, 
the target of authorities and their plans for what to 
do with those additional funds or loss and that 
judgment is the one that needs to be exercised by the 
regional office or in the regional office advising 
Ministers. 


119. I do want to press you because I think, with 
all due respect, you are ducking the question, perhaps 
for understandable reasons. You must have a view of 
what percentage change in expenditure for a health 
authority, and then rippling down through the NHS, 
is actually achievable. Is it a half per cent cut or 
growth in any one year? | per cent? 2 per cent? 

(Mr Ford) 1 do not have a view for health 
authorities in general. As the finance director of a 
health authority, I would have a view for my own 
health authority, and indeed in the past the sort of 
conversations one has had have been to one’s 
regional finance director saying, “Yes, I think we 
could afford to lose in real terms X next year”, and 
that is a judgment around whether there is a step 
change you can make in getting out of a physical 
facility and getting the overheads out, what you 
know about the vacancies and so on. That is the sort 
of judgment I can negotiate, if you like, in respect of 
my own authority. I really do not think it is possible 
to say there is a percentage which is the right sort of 
percentage for any given authority. 


120. I am sorry to go on but I think this is a very 
important point. We did an inquiry in terms of 
priority setting and one of the things which was 
abundantly clear was there was a vast difference, not 
surprisingly, between those authorities which were 
coping with the situation having a growing budget 
and who actually seemed to find it, I have to be frank, 
sometimes hard to know what to spend the money 
on—they would not admit that but that was the 
message—and a totally different management 
problem when faced with a cut. If I said to you, “You 
are faced with a 5 per cent cut ora 5 percent growth”, 
I would imagine unless there was some really special 
factor like an institution about to close, that would 
be very hard to absorb and half a per cent might be 
easy. You must have a view as to where the balance 
is more likely to be? 

(Mr Ford) 1 am sorry but the view would have to 
be a conversation between you and me in respect of 
my own authority where, knowing my own 
authority’s circumstances, I could take a view. It is 
not something I could honestly say across the board. 

(Mr Day) It may be that the process is not a 
standard process each year, but for the reasons Mr 
Ford gives would actually vary year on year. So it 
may be that with a couple of years planning it would 
be possible to make a significant change, a significant 
disinvestment, so the pace of change may be, no pace 
of change, no pace of change and then a significant 
step. That is part of the issue of ensuring you do not 
destabilise the actual delivery of patient services 
whilst at the same time move towards the 
equalisation process. 


121. Surely there have to be some ground rules, 
otherwise how could we as politicians judge whether 
the DoH attitude and approach towards the pace of 
change and the implementation of it is reasonable or 
unreasonable? 

(Mr Ford) My colleague has reminded me of 
something I said earlier, which is that it is both the 
size of the change and the notice period which is 
important. As my colleague said, it is important one 
is given notice of a sizeable change coming. What is 
difficult in the service is managing change because 
there are large institutions with a lot of fixed cost 
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overheads and a lot of staff, and managing change at 
short notice is very difficult. Given reasonable notice 
of something coming up, then one can handle it. So 
the judgment is not about the percentage pace of 
change on its own, it is about the size of the change 
and the notice period which you are given to adjust 
and get your plans in order to take that change. 


Mr Bayley 


122. I am not aware of reports from the Audit 
Commission saying that a specified health authority 
has got into a terrible mess because its budget has 
grown in real terms. Can you give me just one single, 
actual example of a health authority that has 
misspent money because its budget has grown too 
fast in real terms? 

(Ms MacDonald) | think that would be a difficult 
question to answer because we all come from 
individual authorities. 


123. With respect, your paper is predicated on the 
belief that too much growth is a bad thing. 

(Ms MacDonald) There is a difference between 
misspending money and not making the most 
effective use of resources. I think one of the things 
which can happen is that if an authority receives a 
substantial amount of growth that it was not 
expecting and has not been able to plan for, it may 
take longer to use that resource in the most effective 
way. They may use it in the short term on priority 
areas which would not have been such a priority had 
they had advance notice. 


124. Is it not the case that the problem is that 
health authorities’ allocations are agreed for a single 
year at a time, so the finance directors cannot plan a 
sensible improvement of services in an authority 
which expects real terms growth because it is 
“relatively under-funded” at the moment? Is that not 
the problem? 

(Ms MacDonald) That is a significant difficulty in 
the financial management of the Health Service. 


125. So you would like, I do not know, the 
management executive perhaps to adopt a new 
approach whereby it sets over a period of years, three 
or five years, anticipated growth rates for health 
authorities to move towards target one way or the 
other? You would like to see that? It obviously cuts 
both ways. It is helpful for relatively under-funded 
health authorities but unhelpful for the relatively 
better-funded ones. 

(Mr Ford) We would all like to live in an ideal 
world where we have absolute certainty and stability. 
We recognise the NHS is part of the public sector, 
and the public sector is part of the economy and there 
are many variables. It would be really lovely to have 
the situation you describe but it is not a situation 
which any organisation, public or private sector, 
faces. We expect to have resource allocations which 
are fine-tuned the nearer you get to the start of the 
financial year. 


126. But whereas it is true that market forces affect 
private sector organisations, a !arge corporation the 
size of the NHS or even the size of health authority 
divisions will plan investment over a period of more 
than 12 months at a time. So should not the NHS 
have the ability to do the same? 


Mr K Foro, Mr S Day AND Ms RHONA MACDONALD 


[ Continued 


(Mr Ford) | think that is exactly what we were 
talking about earlier in terms of the pace of change 
towards target; a reasonable notice period of what 
the target is and the general pace of change to it. We 
would never expect the annual public expenditure 
negotiations to be specially changed for the Health 
Service to have more certainty about the fine-tuning 
of inflation assumptions. 


127. I think you are talking about two separate 
things. I am sure a government of any party would 
reserve the right each year to decide what percentage 
increase the NHS gets overall, but within that 
increase the formula suggests, the target suggests, 
that some authorities relatively ought to be gainers 
and some relatively ought to be losers. Although I 
understand those are floating targets, they do not 
float so far that the most under-funded health 
authorities are suddenly because of population 
changes going to find they are over-funded in a year’s 
time. Surely with the caveat that this does depend on 
how much real terms growth the NHS gets each year, 
one could take some advanced steps even at the 
simplest level of saying, “All growth in future will go 
to health authorities which are under-target and 
those which are over-target will get inflation but no 
more”? That might be one approach. 

(Mr Day) The two interact, with respect. You 
yourself put in the caveat of saying “subject to that” 
and that is a very good caveat, because it is possible 
you might come out with a view that all growth will 
go to under-target authorities, but then the 
settlement through the Public Expenditure Survey 
may be so generous it would be impractical to be 
giving all that growth to under-target authorities, 
you may be giving a range of 0 to 7 per cent. Coming 
back to the issue about the ability to absorb the prior 
knowledge of that likely change, it is desirable but it 
is not possible. 


128. You have great faith in the generosity of 
chancellors, more than any of us! 


Rev Smyth 


129. We have been looking particularly at the 
funding of health authorities. Can we turn to one of 
the other innovations that has happened and that is 
GP fundholders? As I understand it, you argue that 
full-formula funding for GP fundholders is not 
practical. How might services provided by GPs best 
be funded to reflect relative need? 

(Mr Day) | think what I would want to do to begin 
with is reinforce a couple of basic principles. Firstly, 
as the principle behind resource allocation is equity 
of access for equity of need, so that principle should 
be there in the setting of GP fundholder budgets. 
Therefore, one could go on to reinforce that by 
saying that the distribution process of setting up the 
budgets for fundholders should put the fundholder in 
the same position as other GPs in terms of their 
ability to access health care services. Now, the issue, 
as you rightly say, is that it appears very difficult for 
a variety of reasons to come out with a capitation 
formula at GP fundholder level. Just to illustrate that 
in a couple of ways, partly it is an issue of size where 
the average GP fundholder may have a 9-12,000 
population average practice and at that level the 
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associations become quite difficult to secure and 
certainly that is the evidence of the York work to 
date, and also the York work was centred on 
inpatients and inpatients is actually a minority of the 
GP fund. Other significant elements are the 
outpatient and community services and particularly 
the prescribing, so there are quite a few difficulties in 
there in coming up with associations and working 
out the capitation formula. However, we cannot get 
away from the principles and indeed the guidance 
from the NHS Executive starts out with that very 
principle, that the responsibility of those who set 
fundholder budgets is to set them on this basis of 
equity between fundholders and other GPs. One 
approach which we approve of and recommend in 
our evidence is that of benchmarking and I might 
illustrate that in terms of benchmarking the access 
rates, the hospitalisation rates of each GP practice, 
for example, benchmarking the expenditure by 
practice, benchmarking the prescribing costs of the 
different practices, and then by interrogating and 
challenging and questioning the extremes (the high 
spenders, the high access, the low spenders, the low 
access) within that principle of trying to secure 
equality of access. I think also as a part of that, 
essentially at that point it becomes not a top-down 
formula, but an understanding of the environment in 
which a GP practice is working so you can pick up 
local factors, perhaps they look after many elderly 
people, perhaps they look after some particular 
nursing homes, perhaps a run-down housing estate 
with high unemployment, which will be local factors, 
very difficult to pick up in any kind of top-down 
formula, but ones where, bearing the principles in 
mind and through the performance management of 
the way those GPs’ funds are allocated to them, you 
can move towards that equality of access. 


130. In the concept of equality of access, it has been 
suggested that the GP fundholding has been skewed 
to give them better advantages for their patients. Do 
I take it that you may not be sharing that opinion, 
that you may think that actually those who are not 
GP fundholders have had better access? 

(Mr Day) I suggest neither. In a sense what I am 
suggesting are the principles on which it is the 
responsibility of health authorities and family health 
service authorities to try to secure that equity 
between fundholders and other GPs. The way the 
budget is set up originally, in other words, by taking 
the existing pattern of access by particular GPs and 
costing that up at actual prices and that is their 
starting budget, could end up either with higher or 
lower than average figures, but again without 
actually a capitation formula, it is impossible to say 
whether or not that is a fair level of resources for that 
particular practice. I think it is only over time as you 
do the benchmarking that I have talked about and 
work with the GPs that you can actually make a 
judgment about whether or not it is fair. 


131. I understand that for the future. I was just 
trying to probe because you have been examining 
what has been going on and insofar as it was 
impossible for you to fund GP fundholders under the 
other formula, I was asking whether you thought 
that those who were not GP fundholders might have 
been better off than some folk believed. 
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(Mr Day) I do not think there is firm evidence 
either way, I am afraid, because of the inability to 
judge whether or not whatever level of resources has 
been allocated is actually a fair level. I should say that 
a number of authorities are developing 
benchmarking so it is not actually just a future issue. 
People are getting on with this and also practising it. 


132. In other words, in some of the authorities the 
concept has been brought up anyway. Are there 
formulae for prescribing allocations already 
available to the National Health Service Executive 
which could be used for allocations of GP fundholder 
prescribing budgets? Are there such formulae already 
in being? 

(Mr Day) There are formulae used for allocating 

down to FHSA level. I would need to look to Ms 
MacDonald, I think. 
_ (Ms MacDonald) The NHS Executive are 
exploring formulae and I would not say that they 
have arrived at a point where they have decided that 
there was a formula that was sufficiently robust to use 
at GP practice level and I think the same factors 
would apply both on prescribing and on community 
services. There will always be individual patients at 
the local level who will make it difficult to have a 
formula-driven allocation even on prescribing. 


133. One can understand that because you can get 
a particular patient in any practice with more 
special needs. 

(Ms MacDonald) But there are things that can help 
with benchmarking and the NHS Executive are 
promulgating those. 


134, But they have not got them yet. 

(Ms MacDonald) They have a range of factors, 
including age and sex adjusted factors, per capita 
figures. It is a question of how you are going to use 
them. There are one or two benchmarking figures 
available and increasingly they are being used in the 
allocations for FHSAs. What has not been suggested 
at the moment is that they should be used solely to 
base GP fundholder budgets on, but as benchmarks. 

(Mr Ford) If I could just add to that, yes, a formula 
is probably possible from the NHSE to FHSAs 
because of the size of the population involved. It is 
probably not possible from the FHSAs on to the 
individual GPs and that is where the judgment of the 
FHSAs comes in. I do not think it is a task we would 
level at the NHSE to go away and develop this 
formula for ever more small numbers of patients. 
That is where the FHSA looks at benchmarks and 
says, “Is this practice prescribing more than that? If 
so, why? Is it their age mix? Is it the population of a 
housing estate?” and all those sorts of things. It is the 
local FHSA’s job, I think, to take it on once it has 
had its formula allocation. 


135. In your own examination, have you come up 
with any answers that give some explanation for the 
fact that there has been a great claim that the GP 
fundholders have reduced their prescribing budgets 
significantly and would that then become part of the 
benchmarking to actually allocate the funds to all 
the GPs? 

(Mr Ford) | think all GPs have been reducing the 
cost of their prescribing, sometimes by moving to 
generic drugs and that has been a feature of probably 
three, four or even five years’ worth of—I see some 
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[Rev Smyth Cont] 
heads shaking, Madam Chairman, so I will stop 
there. It may be better if we research that point and 
write to you. 

Rev Smyth: That is why I was asking if you had 
done any research. 


Mr Bayley 


136. In the paper you have submitted to us, you 
quite clearly accept that capital costs should form 
part of the market forces formula, but you made 
what I thought was a very interesting point that the 
step change and five-yearly revaluation could have 
quite a significant impact on the resources available 
to spend on health care to treat patients in particular 
health authorities. Could you explain to the 
Committee why you think that that could be 
destabilising and what could be done to stop what 
you, in your paper, suggest could be an almost 
random gain or loss that could be felt by health 
authorities at the time of revaluations? 

(Mr Day) Capital charges, if I might say so, are a 
fact of life and part of the environment, as you say, 
within which the allocation formula has to work and 
respond. So from that point of view in coming up 
with a formula what we are interested in ensuring is 
that it avoids distortion and therefore, as you say, 
compensates for the price differentials and the 
relative differentials that there are in there. I will try 
not to get too complicated but we do need to a get in 
a little deeper to understand the dynamics of how 
capital charges impact in the system. Essentially the 
valuation operates at two levels, there is an overall 
valuation of the value of land and buildings in 
different geographical parts of the country, and that 
is reflected in the capitation figures, and that is 
effectively the local market forces factor reflecting the 
different valuations or different costs of capital 
around the country. That is the resource coming to a 
health authority. The prices that the health authority 
has to pay are influenced by capital charges in each 
of the providers and as part of the capital charge 
process the actual assets in the providers, the land 
and the buildings, are revalued on a cyclical basis. 
The problem comes at the point in the cycle when the 
revaluation occurs when it may be out of step with 
the national view, either through the particular 
pattern of investment which has occurred in the 
capital over that time or just the way it gets valued. 
But the perception is, and the experience is, that it is 
out of step, and our interest there is to ensure there is 
not a distortion either to funds available for patient 
care or to the incentives in the system. So there are 
two ways of getting round it. The actual experience 
of the health authority will be that for some prices 
will go up relatively, for others the prices will go 
down relatively, and we illustrate that by saying that 
if there were to be a 10 per cent variation in that, 
because capital charges are broadly 10 per cent of 
overall funds, it could have a 1 per cent impact. If 
nothing were done to compensate for that, then that 
if you like is the random effect and that is then either 
a fortuitous gain for some health authorities or a loss 
for other health authorities to absorb. One way 
round it is to do a compensation in the allocations of 
the health authorities, not adjusting the targets but in 
terms of adjusting the allocations to reflect the 


changed distribution of capital charges, and that 
means health authorities by and large then are not 
either advantaged or disadvantaged directly as part 
of the change, but the other consequence is that their 
relativity to the capitation target will change because 
you move their allocation. There they are ina slightly 
different position against their capitation target and 
have either moved further over or further under or 
closer. The way that that can then be dealt with is 
through the pace of change, and it comes back to the 
issues we have discussed about the robustness of the 
target and the fact that in making decisions about 
pace of change one has to be aware of all the various 
factors which can influence targets over time. I think 
our view is that that is the most pragmatic way, and 
actually probably technically the most correct way, 
of dealing with this issue to reinforce the principles 
that we have already talked about. 


~ 137. Itis just that we are trying to see the wood for 
the trees! 
(Mr Day) | appreciate that. 


138. In terms of moving towards the overall 
capitation target, you take the softly, softly 
approach. You say if the change is too abrupt one 
will have a major destabilising effect on the 
authorities which lose, and one may not, I think the 
phrase you used was, use the money as effectively as 
possible in the gaining areas. But when it comes to a 
problem which faces you immediately as a finance 
director, a sudden | per cent increase in your capital 
charges, you say you want immediate, this year, 100 
per cent compensation for the change. It seems the 
finance directors are getting a rather quicker action 
than the patients in this respect. 

(Mr Day) Can I clarify that? You need to separate 
out the different changes in capital charges. Capital 
charges through more investment locally will have to 
be absorbed by the health authority, so the real terms 
changes in capital charges, or real terms savings in 
capital charges, have a real impact on a local basis. 
Essentially— 


139. Forgive me, do those changes only come in 
every five years? 
(Mr Day) No. 


140. So if you build a new hospital two years into 
the programme, you start paying for it? 

(Mr Day) Yes, it comes in on an annual basis as 
and when the assets are brought into use. Essentially 
the way one should view the valuation process is 
effectively another form of inflation. That is 
probably the easiest analogy and what we say for 
every other element of health spending is that 
inflation should be distributed where it is likely to 
fall. If you view this as a revaluation of capital charge 
inflation, in other words the assets are worth a bit 
more or worth a bit less, you make a step change in 
the inflation valuation, that is something which I 
believe firmly should be protected for and not just be 
a quirk in the system. 


141. I think that is a very good explanation, but 
would the solution be to have an annual or a more 
frequent than five yearly revaluation? If you are in 
the private sector market prices of property go up 
and down the whole time. Would that not stop the 
problem of the step change? One is compensated for 
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relative wage cost inflation each year with the new 
earnings survey, so why do you not compensate for 
relative capital cost inflation each year? 

(Mr Day) There is already a compensation 
annually through indexation. This is a process of 
revaluation which does not take place that 
frequently, as you say, and it is not required to by 
accounting standards (you only have to do it at a 
maximum every five years, and that is generally the 
practice in the private sector as well, not necessarily 
to do it every year). You have raised the important 
issue around, if you like, the extent to which we are 
being tossed on a little storm here and whether or not 
there are ways of smoothing it out. That is something 
which people in the NHS are aware of and certainly 
it is an area for some research, which I hope will be 
undertaken and I think will be undertaken. 

Chairman: A final question concerning London 
will come from a London member. 


Mr Austin-Walker 


142. I think we all accept that London has a 
combination of factors which make demands upon 
health care services. Do you think the new weighted 
capitation formula does take sufficient account of the 
special needs of London? 

(Mr Ford) I think there are many in London who 
feel uncomfortable with it but “they would, wouldn’t 
they” is part of the answer. The question for us comes 
back to whether the process is as technically correct 
as it can be, whether it is open and therefore open to 
people who feel unhappy with it to examine what has 
gone into the formula, and, back to the pace of 
change, if people in London feel it is not yet right for 
them they are reassured that the pace of change 
towards it is not so quick that they cannot adjust to 
it. It is not in essence therefore a technical matter, is 
it right or wrong for London, but is London being 
treated fairly (indeed are all areas of the country) in 
the way the elements in the formula have been 
selected and the way they are played in and the 
statistical associations which have been drawn. I do 
not think the HFMA feel there has been anything 
else but the highest degree of probity in the conduct 
of the operation of putting the formula together. 


143. I do not think one was questioning the 
probity, it is the end result which as a Londoner | 
would be concerned about. In terms. of the 
determinants of health, London has a combination 
of factors which no other part of the country has, 
both qualitatively and quantitatively. Again I would 
ask whether you think the formula takes account of 
that? 

(Mr Ford) I stand to be corrected by colleagues 
from York if I have this wrong, but my 
understanding of the York work and the statistical 
association they have made between various need 
factors is that it explains the perceived utilisation of 
services for London as for other parts of the country, 
and there is no particular special factor which has 
been missed out of York’s association. There are 
people in London districts who are on the record 
(and there was an earlier question by a colleague at 
your side about this) as being worried about things 
like ethnicity and refugees and other aspects which 
are not necessarily counted. Those are questions 


which, given the open process which the NHS 
Executive have adopted over this, will I am sure be 
looked at. 


144. Can I just follow that through because if we 

take issues such as _ homelessness, transient 
population, mobility, numbers of refugees and all the 
rest of it, which I think most people would accept 
London has in greater measure than any other part 
of the country, as one factor, they are also factors 
which lead to what we were talking about earlier 
which was the underestimate of population and even 
if we do account for or attempt to account for that 
underestimate through an acceptance of an 
undercount and an adjustment, is that accepted 
undercount then allocated in such a way, whether it 
be to age, ethnic minorities or whatever, which would 
have a particular impact within the formula? 
. (Mr Ford) Partly I would need to refer back to my 
earlier answer, that the way OPCS have adjusted for 
their undercount has been specific to districts and not 
a blanket and it has had regard to their expected 
age:sex ratios which they would have expected to see 
in each district. The other bit I am afraid gets slightly 
technical, but we have referred to it in our paper, 
which is that if by chance there has been an 
undercount, or if there are a number of deaths in a 
population, they are then expressed as a death rate 
per thousand population, but if you have got the 
population slightly undercounted, but nevertheless 
there have been deaths in a larger population, when 
you then express that as a rate per thousand in the 
smaller population, your rate looks higher, so you 
get a compensation in the need factor. I am not sure 
whether that was the best explanation I have ever 
given, so do you want me to have another go? 


145. If you think you can put it clearer. 

(Mr Ford) The death rate per thousand is one of 
the factors which feeds into the acute weighting and 
the death rate is per thousand of enumerated 
population. If that population is too small, but one 
of the people you fail to count has died, they will be 
counted in the death figure, so deaths divided by 
slightly too small a population will give you a high 
rate of deaths per population which then feeds into 
the formula, so it does self-correct to a degree. 


146. That may self-correct in terms of mortality, 
but not necessarily in terms of morbidity. 

(Mr Ford) It feeds into the SMR factor in the way 
I have said which is death rate and mortality, yes. It is 
a question then of does it also feed into the morbidity 
factor in some of the Census variables and that will 
depend. Yes, if they are not in the Census at all, then 
they will not have been able to report long-standing 
limiting illness of themselves and so on, so yes, you 
are right to that extent. 


147. Could I raise one final thing which is again a 
London factor in terms of not the quantity, but the 
pattern of the delivery of health care and it is widely 
recognised that London peculiarly has very under- 
developed primary care services. Okay, that can be 
addressed in one way by additional resources or 
change, but in the meantime that does impact upon 
the provision of services generally and the demands 
made upon them. Is there some way that that can be 
accounted for in the formula? 
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(Mr Ford) lamsorry to beso boring because I keep 
coming back to the pace of change argument. There 
is quite a significant investment in London’s primary 
care services through the London Initiative Zone 
aspects and I think it is one of those areas where 
rather than adjusting the formula, one says that the 
pace of change towards that target, such that it keeps 
pace, if you like, with the investment in primary care 
through the London Initiative Zone, is the way to 
make sure that the progress towards the target is not 
out of step with the development of primary care. 


148. The point I am asking is in the interim while 
these primary care services are not there and, 
therefore, maybe inappropriate demands are being 
made on secondary care, if that is not accounted for, 
then is there equality of access to health care? 

(Mr Day) Perhaps I could just respond to that as 
someone outside London and again reinforce the 
principle behind the formula which is, as you rightly 
say, to try and secure equality of access to equality of 
need, but it is around measuring those factors. If we 
start to take account of one factor, in other words, 
the particular distribution of services at the moment 
or the need to reinforce and develop other services or 
the efficiency with which services are delivered in a 
particular locality, then what we will end up doing is 
distorting the very purpose of the formula to the 
extent that it will not aid the future and progress 
towards the future will actually muddy this in terms 
of probably just protecting what we have got rather 
than moving towards that principle approach. 


Mr Bayley 


149. I have been asked by our advisers, Mr Day, to 
go back to capital charges because it says here, “It 
was a bit complicated, wasn’t it?” I take it as read that 
as finance directors you think capital charges are a 
good idea because otherwise capital is a free resource 
and this means that you have to attribute real value 
to an opportunity cost to any investment, but one 
interpretation of your reply could be that if you get 
automatic compensation when the market changes in 
the value of your portfolio, you would tend to 
neutralise the effect the capital charges have on 
regulating how a health authority uses capital. Now, 
I appreciate that the revaluation of value overall is 
separate from the cost of opening a new wing of a 
hospital, but if you really want the market forces to 
apply to how you use capital, then surely there 
should be greater pressure on the health authority in 
an area of gaining capital values to try and reduce its 
reliance on capital as part of the overall budget. So 
the question really is this: does not your approach to 


instant recompense for losing areas in capital charges 
tend to neutralise the effect of capital charges on how 
you are deciding to spend between your capital and 
revenue? 

(Mr Day) Madam Chairman, I hope I can explain 
it relatively straightforwardly. The straightforward 
answer is no and the reason for that, if I just give you 
a very brief example, is that if, as you say, you have 
a situation in which the capital charge has a greater 
impact, in other words, the capital charge values are 
greater, then if we compensate for that, that will add 
to the capitation relativity, so if you protect that 
authority and as a consequence it goes further over 
its capitation target, then the pressure will come on 
through pace of change, but it will come on taking 
account of all the other factors impacting on it and in 
a measured way rather than an arbitrary way just on 
the way in which those assets have been valued at that 
particular point in time. 


150. But the market forces factor is part of the 
overall capitation formula and if one is giving a boost 
to the authorities who need a boost because the 
relative cost of property in their area has gone up, 
then you are also increasing their target surely? If you 
are increasing the funding, that will knock on into the 
formula and increase the target? 

(Mr Day) You are right, we may actually have two 
cyclical problems here. On the cyclical problem of 
revaluation of the assets, that may subsequently be 
corrected for in the calculation of the target by the 
market forces factor which is of the local value of 
land and buildings, so ultimately the two may correct 
each other which I think is another reason for not 
distorting circumstances year on year by allowing 
that to have a real impact. Capital charges are 
complicated and what we have to be careful to do is 
keep the incentives in the system to use assets wisely 
so the real-terms changes in the use of assets should 
have an immediate impact, but issues around 
valuations, which are necessary to have capital 
charges in the system, should as far as possible not 
distort the overall operation either of capitation or of 
the management of patient services. 

Chairman: Mr Ford, Mr Day, Ms MacDonald, 
thank you very much indeed for the evidence which 
you have given to us this morning. We have found it 
extremely helpful. It is a very complicated matter 
which we are looking at of course and, therefore, we 
are grateful to you for the clarity with which you have 
answered our questions. Thank you very much 
indeed and we much appreciate the time you have 
given us. 


Supplementary Memorandum submitted by Healthcare Financial Management Association [PE 9A] 


1. Para 96 on Page 6 of Evidence 


Low birthweight babies is not one of the variables that are used in either the acute need weighting or the 
psychiatric needs weighting. York say it is important to recognise just because other factors are not explicitly 
included does not mean they are ignored. Here I quote from their discussion paper number 134 published in 
May of 1995. “It is likely that they are—to greater or lesser extent—correlated with the chosen factors and 
so their impact may well be accounted for in the model. So for example although sub-standard housing 
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conditions do not appear in either index these may be highly correlated with the ‘elderly living alone’ variable 
and so their impact will be captured in the models. In practice we consider it unlikely that our models fail to 
capture any major dimension of needs.” In York’s earlier document, published in September 1994 they do 
discuss low birthweight saying that the incidence of low birthweight may reflect morbidity amongst mothers 
and more general social considerations such as maternal smoking. They then include a table which shows the 
correlation of low birthweights with other variables such as SMR. Again they make the point that the 
exclusion of a variable does not necessarily mean that the phenomena it is measuring is not captured in the 
model, because there is a high correlation between many of the variables. 


In quoting extensively from the York Report the HFMA is seeking to assist the Health Select Committee 
in directing any further questioning to the right place (ie York themselves) rather than seeking to either 
confirm or refute the suggestion that low birthweight should be included in these variables. In relation to one 
of the Committee’s earlier questions on the unweighted 24 per cent, we were asked about possible weightings. 
We suggested in our paper three interim weightings which could be used. 


Following our discussion at the Committee, and the suggestion about low birthweight babies, HFMA 
suggest that any possible correlation there might be with learning disability (which represents about 4 per cent 
of the 24 per cent unweighted) should be explored by the NHSE. The HFMA understand that two of the 
factors which are often present in people who subsequently turn out to have a learning disability are either 
or both of low birthright, and an older than average mother. 


2. Para 135 on Page 28 of Evidence 


The Select Committee also asked a question in relation to the cost of pharmaceutical items. Information 
from the Government’s expenditure plans suggest that the drugs bill increased on average around 4 per cent 
in real terms between 1978 and 1991, increasing by some 9.5 per cent in 1992-93 over the previous year, 8.4 
per cent in 1993-94 over the previous year and a projected 7 per cent in 1994-95. In 1994-95 a significant 
change took place in as much as allocations were based on previous years allocations rather than the expected 
out-turn from the previous year. For 1995-96, however, this practice was not adopted and there is as yet no 
indication of what practice will be adopted for 1996-97. The most commonly used method of setting targets 
for FHSAs has been ASTROPUs (age, sex, temporary resident, adjusted prescribing units) which attempt to 
weight crude population for factors known to influence prescribing costs. There has been some work done 
by Humberside FHSA suggesting a further sophistication to this target setting to take account of the costs 
of patients in nursing and residential homes (referred to the ASTRONOME). As a matter of general principle, 
the HFMA believe that setting budgets based on previous years actual spending is unlikely to provide any 
incentive to control costs and therefore welcome a move towards target setting. 


Letter to the Clerk of the Committee from Dr E S Williams, Director of Public Health Medicine, 
Croydon Health Authority [PE 4] 


Enclosed are four letters published in the British Medical Journal on the issue of the national resource 
allocation formula and a report entitled “Subregional Resource Allocation and the Health Needs of Inner 
City Districts” which are pertinent to my appearance before the Health Committee on 29 June 1995. 


These papers refer to my criticism of the previous resource allocation formula (Review of RAWP). They 
are relevant because they demonstrate the perverse effect on placing undue weight on the age-structure of a 
population when allocating resources. 


13 June 1995 


ANNEX 1 


Letter to the Editor of the British Medical Journal from Dr E S Williams, Croydon Health Authority 
dated 30 January 1992 


NHS DISTRIBUTION OF FUNDS UNFAIR? 


The idea that NHS resources should be allocated according to health need is generally accepted. The 
underlying objective of the Resource Allocation Working Party (1976) was to seek criteria which were 
broadly responsive to relative need”). Working for Patients has proposed using a formula based on population 
weighted for age and morbidity for distributing funds to Regions and suggested that DHAs should be funded 
eS is Ss aden nnn ae ee, 
Report of the Resource Allocation Working Party. Sharing resources for health in England. Department of Health and Social 

Security 1976; London: HMSO. 
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on broadly the same basis, taking local factors into account®). However, West Birmingham DHA, in a paper 
presented to its Region, has claimed that the national formula gives too much emphasis to the size of districts’ 
elderly populations They argue that deprived districts tend to have fewer elderly people than more affluent 
districts. Consequently, the current national formula is biased against deprived districts. 


In order to test this hypothesis, we have examined the relationship between mortality (which is a proxy for 
deprivation) and the proportion of elderly ina district population. Our source of data was the Common Data 
Set of the DoH. The percentage of people aged 65 and over was calculated for 190 DHAs in England, using 
1990 mid year population estimates. All cause all age standardised mortality ratios (SMRs), based on deaths 
for the 5 year period 1986-90, were abstracted for 190 districts. To investigate the relationship between these 
two variables, the product-moment correlation coefficient was calculated; it showed a highly significant 
inverse relationship between percentage of elderly people and SMR (correlation coefficient R = —.32(—.45 
to —.19) p <0.0001). A simple linear regression analysis (table) shows the predicted SMRs for a given 
percentage of elderly. Districts with the highest percentage of elderly people can expect to have the lowest 
SMRs. Because of the known geographic variation in SMRs, districts were divided into ‘North’ and ‘South’, 
and the regression analysis showed similar results for both groups. 


This finding raises fundamental questions about the way in which age structure should be used to allocate 
resources. We contend that the most likely explanation for the low SMRs in districts with a high percentage 
of elderly people is selective migration: those who cannot afford to move to affluent retirement areas are likely 
to be less healthy than those who can. Therefore there are health differentials between elderly populations: 
old people who live in DHAs with the lowest percentage of elderly people probably have the greatest needs. 
It follows that a resource allocation formula that moves money away from younger populations to retirement 
areas will actually move resources away from deprived inner city areas. 


In our view, the current national formula, if used at a district level, would be likely to increase the health 
differential between affluent and deprived populations. The DoH and RHAs should take account of this when 
_detiding whether age-structure should affect resource distribution in the NHS. 


/ 


Regression analysis for SMR on Percentage Population Aged over 65: 
Predicted SMR values for English districts 





Percentage SMR Values (CI) 
Over 65 for English Districts N-190 

12 106 (103-108) 
13 104 (102-106) 
14 103 (102-105) 
15 102 (101-103) 
16 101 (99-102) 
17 99 (98-101) 
18 98 (96-100) 
19 97 (95-99) 
20 96 (93-98) 
21 95 (92-98) 
22 93 (90-97) 
23 92 (88-96) 
24 91 (86-95) 
jae! 90 (85-95) 

Regression of SMR on age 


Slope = — 1.225 (se .26) 
T test forb = 0:t = —4.7 
p < 0.0001 (two tailed probability) 


ee a ee ee eee SEB fi) APE ES a ee. ots erg de 
Department of Health. Working for Patients. Funding and contracts for hospital services. Working paper 2; 1990: p.5. 
Appleby J. NHS distribution of funds unfair. Brit M J 1992; 304: 70. 
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Correlation Between SMRs All Ages and Proportion of Over 65s 
in Population Health Districts in England 





8 10 12 14 16 18 20 22 24 26 


Percentage Over 65 


Source: Common Data Set 
SMRs for 1986-90 
England & Wales = 100 


ANNEX 2 


Letter to the Editor of the BMJ from Dr E S Williams dated 14 May 1992 


Singleton and colleagues! raise two objections to our observation? of a significant inverse correlation 
between the percentage of elderly people resident in each English health district and its all cause standardised 
mortality ratio (SMR), and our conclusion that the national formula, weighted for the proportion of elderly 
people, is likely to increase the health differential between affluent and deprived populations. 


Firstly, while agreeing that there is a significant negative correlation, they argue that because the coefficient 
of determination (r?) is 0.11 (or 0.06 when they removed the six districts with the highest percentage of elderly 
people) the association is not strong, suggesting that other factors contribute to the variation in SMRs. This 
is not in dispute; the essential point is that age structure is related to SMR. Indeed, the younger end of the age 
spectrum, 0-14 years, shows an even stronger association with SMR, with a correlation coefficient of r=0.46 
(p=0.0001) and a co-efficient of determination (r’) of 0.21, indicating that 21 per cent of the variation inSMR 
can be accounted for by the linear dependence of SMR on the proportion of the population aged 0-14 years. 


Secondly, Singleton and colleagues argue that “it is the elderly people who are not dead (of course) who 
need resources”. This assertion is simplistic. If we assume that the provision of health care prolongs life, and 
we do, then surely it is those at greatest risk of dying prematurely who need the resources so that they too 
can become “survivors”. They imply that all elderly populations are equally in need of health care; that is, 
when people reach the age of 65, differences in health status disappear. We contend that health differences 
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are likely to be exaggerated in the over 65s as healthy people migrate to affluent coastal areas, and that 
districts with high SMRs are likely to have greater health needs at both ends of the age spectrum than districts 
with low SMRs. } 

There is a danger in using the national formula to allocate resources to districts, as this would result in more 
resources going to affluent retirement areas (with low SMRs), and less to deprived inner city populations (with 
high SMRs). If the purpose of weighting capitation payments is to reduce differentials in health status, then 
Regional Health Authorities must develop resource allocation models which distribute more funds to those 
districts with the greatest health needs. 


References 
1. Singleton S, Tiplady P, Kirkup B. Weightings used in distrubuting NHS resources. BMJ 
1992;304:1117-8 (25 April.) 
2. Williams ES, Scott C, Brazil R, NHS distribution of funds unfair. BMJ 1992;304:643.(7 March.) 


ANNEX 3 
SUBREGIONAL RESOURCE ALLOCATION AND THE HEALTH NEEDS OF INNER CITY DISTRICTS 


1. EXECUTIVE SUMMARY 


We are concerned that applying the national resource allocation model to district populations is likely to 
discriminate against inner city populations. The reason for this is that inner city populations have a younger 
age profile than the average. This is caused by the migration of the healthy elderly at the time of retirement 
and because inner city areas have large ethnic minority populations with a young age profile. We have shown 
that, although the inner cities have the highest levels of deprivation and the highest levels of hospitalisation, 
they will lose money because of the age component of the national formula. It is recommended that the 
Department of Health review its advice regarding the way RHAs allocate resources to DHAs. We suggest 
that subregional allocations should be based on the health needs of district populations. 


2. THE NATIONAL RESOURCE ALLOCATION MODEL 


National allocation of NHS resources to regional health authorities, and by them to districts, is now 
determined by a weighted capitation formula. RHAs are encouraged by the DoH to use the national formula 
as the basis for allocating resources to DHAs, taking account of local factors. 


The formula is made up of two components: 
(i) Weighting for age 
The formula uses an age-cost curve. The curve is based on average NHS expenditure by age group. 
Figure 1 shows the national age-cost curve. 


(ii) Standardised mortality ratio (SMR) 


The second component is the SMR for people aged under 75 years. In order to lessen its effect in 
the model, the square root of the SMR is used. 


3. ALLOCATION BY REGIONS 


— Our concern is about the effect of age weighting on district populations. 


— This is because the variation in age structures between district populations can be very large, 
whereas the variation in age structures between regions is relatively small. 


4. DIFFERENCES IN AGE STRUCTURES BETWEEN DISTRICTS 


— Figure 2 illustrates how the age composition of districts can differ. Worthing, Wandsworth and 
Croydon are compared to the regional age structure, to illustrate the point. 

— The Worthing age profile shows a lower than average percentage of people in the younger age 
groups, with a substantial rise around retirement age. 

— The Wandsworth age profile shows a much higher than average percentage of people in their 20s 


and 30s (students and young workers), followed by a lower than average percentage after 45 years, 
and on into old age. 


— The Croydon age profile shows a higher than average percentage of young people (age 19 to 44) and 
lower than average percentage in the older age groups. 
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5. Why Do AGE PROFILES DIFFER? 


— The most significant reason is post retirement migration, when the more affluent and healthy move 
to retirement areas. (See Worthing age profile figure 2.) 


— Younger people migrate to areas of high employment, or for opportunities to study. 


— Theethnic minority population of the UK has a much younger than average age profile. Therefore, 
districts with a high proportion of people from ethnic minorities will tend to have young age profiles. 
(See figures 3 which has been derived from data presented in the Chief Medical Officers Annual 
Report 1991; this draws attention to the health needs of people from ethnic minorities.) 


6. EFFECT OF WEIGHTING FOR AGE ON DisTRICT POPULATIONS 


— The DoH has published data which shows the effect of applying the national age cost curve to all 
districts’ populations. The data expresses the variation between the actual and the age weighted 
populations as a percentage difference. (The actual population has been adjusted by applying the 
age-cost curve.) Figure 4 shows 22 districts that gain at least 6 per cent by age weighting and 25 
districts that lose by the same amount. 


— The 22 gaining districts form a homogeneous group of retirement areas. The 25 losing districts are 
divided into two groups according to their levels of deprivation, as measured by the JARMAN 
index. 15 districts have the characteristics of inner city areas, and the other 10 districts form a group 
that contains some new towns and large business development areas. 


— Figures 5 to 12 compare the three groups of districts, namely the 22 retirement districts, which gain 
6 per cent or more, the 15 inner city districts and the 10 new town districts, which lose 6 per cent or 
more. Although the retirement districts have the oldest populations, the comparisons show that the 
inner city group of districts have: 


— the highest level of deprivation (figure 7) 

— the highest percentage of low birthweight babies (figure 8) 

— the highest SMR (figure 9) 

— the highest hospitalisation rates (figure 10) 

— the highest percentage of people from ethnic minorities (figure 11) 

— the lowest provision of nursing home beds (figure /2) 

In other words, the retirement districts are not the areas of greatest health need. 


Money per capita (figure 6) demonstrates the effect of the age-cost curve when applied to different 
groups of district populations; it does not take account of the effect of the SMR which will modify 
these figures. 


Note: We have not shown the effect of applying the SMR to these districts. However, our experience 
of the SW Thames model shows that the age weighting dominates the other component of the model 
when applied at district level. Figures 13 and 14 show the relationship between resources allocated 
to districts in SW Thames, for the two components of the model—age and deprivation. (The SDR 
is the standardised deprivation ratio and is used instead of SMR.) Money per head is highly 
correlated with age (0.93) and weakly correlated with deprivation (-0.16). A correlation of 1 means 
perfect association between the factors. This shows that age is the dominant factor which influences 
resource allocation. 


7. CONCLUSION 


Applying the age cost curve to subregional allocations moves resources away from deprived inner city 
areas. We conclude that the age-cost curve should not be used for subregional resource allocation. 


8. RECOMMENDATIONS 


(i) The DoH should review the current advice to RHAs that the national formula be used for subregional 
allocation. 

(ii) The DoH should encourage RHAs to develop subregional allocation models which are based on the 
health needs of the district populations. 


30 March 1993 
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Figure 1 
National Age/Cost Curve 
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Figure 2 
Age Profile 1990 
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Figure 3 
Estimate of Ethnic Age Profile 
for SW Thames Region 
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Figure 4 
Weighting for Age: Percentage Difference between 
Actual and Age-weighted Population 
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Profiles for Selected Districts 


Figure 5 
Percentage of Population Over 65 Years 
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Profiles for Selected Districts 


Figure 7 
Jarman Index of Social Deprivation 
(National Score = 100) 
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Profiles for Selected Districts 


Figure 9 
All Age SMR’s 
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Profiles for Selected Districts 


Figure 11 
Percentage Ethnic Population 
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Figure 13 
Weight due to Age vs Capitation Allocation per Head 
DHAs in SWTRHA 
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Figure 14 
Weight due to SDR vs Capitation Allocation per Head 
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ANNEX 4 
Letter to the BMJ from Dr Williams, published 22 May 1993 


RESOURCE ALLOCATION 


Editor,—Trevor A Sheldon and colleagues observe that “The issue of age weighting does ... highlight a 
problem with migration of elderly people to retirement areas, which are then given a relatively high level of 
estimated need for health care resources. :.. This requires further investigation.”! The current formula for 
distributing resources to regions, and by them to districts, is based on a capitation payment weighted for age 
and mortality. The age component uses an age-cost curve, which was calculated by use of age related 
utilisation at national average rates. We have previously shown that weighting for age and standardised 
mortality ratios are likely to have opposite effects on the distribution of resources.2 3 We have now 
investigated the effect of the age-cost curve alone on district populations. 


The Department of Health recently produced data showing the effect of applying the age-cost curve to the 
populations of all districts in England.‘ The data express the variation between the actual and age weighted 
populations as a percentage difference. The district that gains most from this adjustment is Worthing (25 per 
cent), while the greatest loss is suffered by West Lambeth (14 per cent). We have examined those districts that 
show the greatest variation between their actual and age weighted populations. In 22 districts the actual 
population was increased by at least 6 per cent, and in 25 districts it was decreased by the same amount. 


The 22 gaining districts formed a homogeneous group with many similar features and were designated 
retirement districts (for example, Eastbourne, Chichester, Harrogate). Nineteen of these 22 districts were 
coastal. The 25 losing districts were divided into two groups. Fifteen had characteristics of inner cities, with 
high levels of deprivation (for example, Camberwell, Newham, Tower Hamlets) and the remaining 10 
contained some new towns and large business development areas (for example, Milton Keynes, Basingstoke). 


Data from the 1992 public health common dataset and health service indicators were analysed to describe 
commonly used health indicators. To compare the three groups we calculated standardised mortality ratios, 
the rate of admission to hospital, and the provision of nursing home beds on the aggregated data, thereby 
allowing for the difference in population sizes. The table shows our findings. The inner city group had the 
highest level of deprivation, with significantly higher rates of admission to hospital among elderly people and 
a significantly higher standardised mortality ratio and percentage of low birthweight babies than the two 
other groups. The retirement group had double the nursing home provision of the other groups (the cost of 
which is not met out of district health authorities’ funds) and significantly lower rates of admission to hospital. 


Our findings show that there is a substantially different health need in the three groups. All the indicators 
presented in the table show that the greatest health need is in the inner cities, while the age-cost curve allocates 
these areas less money than the retirement districts. Use of the national formula for subregional allocations 
seems inappropriate. The effect of using the age-cost curve is likely to be a deterioration in health services in 
inner city areas, leading to an increase in geographical inequalities in health status. As the Department of 
Health sets about revising its formula we urge that it considers the implications of applying the age-cost curve 
at a subregional level. 


1 Sheldon TA, Smith GD, Bevan G. Weighting in the dark: resource allocation in the new NHS. BMJ 
1993; 306:835-9. (27 March.) 


2 Williams ES, Scott C, Brazil R. NHS distribution of funds unfair. BMJ 1992; 304:643. 
3 Williams ES, Scott C, Brazil R. NHS distribution of funds unfair. BMJ 1992; 304:1572. 


4 Department of Health. Reviews of weighted capitation. A decision document. London: NHS 
Management Executive, 1993. 
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Comparison of health indicators in districts affected most by age weighting 
(figures in parenthese are 95 per cent confidence intervals) 











Districts gaining Districts losing more than 6% 
more than 6% 
Retirement districts _ Inner city districts New towns 
(n = 22) (n = 15) (n = 10) 
Total population 5,555,000 3,080,000 2,310,000 
% Aged over 65 20.7 13.5 12.9 
Total No. of nursing home beds 18,190 3,194 2,837 
NHS beds/1,000 people over 65 15.8 (15.6 to 16.0) 7.7 (7.4 to 8.0) 9.5 (9.2 to 9.9) 
Emergency admissions/1,000 people 89 (88 to 89) 131 (130 to 132) 106 (104 to 107) 
over 65 
All admissions/1,000 people over 65 195 (194 to 196) 246 (245 to 247) ~=218 (216 to 219) 
Jarman index 93.9 124.4 90.6 
All age standardised mortality ratio 94 (94 to 95) 102 (101 to 103) 94 (93 to 95) 
% Of low birthweight babies 6.2 (6.1 to 6.4) 7.4 (7.2 to 7.6) 6.2 (5.9 to 6.5) 
Per capita allocation based on age 411 334 334 
weighting only (£)* 
* Using the national cost curve. 
ANNEX 5 


Letter to Editor of BMJ from Dr E S Williams dated 15 June 1994 


ALLOCATING RESOURCES TO IMPROVE HEALTH 


Allocating resources according to the health needs of the population remains one of the central values of 
the NHS!'. Judge & Mays have reviewed some of the weaknesses associated with the current method of 
allocation? , but they do not fully explain the fundamental flaw in the use of the age-cost curve. 


The reason for using an age factor is that it is widely believed that elderly people have greater health needs 
than younger ones, and the underlying assumption is that all elderly people have the same health needs. 


To test this hypothesis we examined the relationship between the proportion of elderly people (aged over 
65 years) in a population and the proportion of pensioners who were aged over 75 years and living alone for 
the 28 districts in South Thames Region, using 1991 Census data. Our analysis showed a highly significant 
inverse relationship between the variables (correlation coefficient R = 0.49, R? = 0.24, p = 0.009). The 
figure shows a linear regression line with 95 per cent confidence intervals. This indicates that small elderly 
populations have greater health needs than larger ones. We have previously shown that districts with a high 
proportion of elderly people tend to have low age standardised mortality ratios’, and low levels of 
deprivation‘. 


The main factor causing a district population to have a high proportion of elderly people is selective 
migration at retirement, when the more affluent tend to move to coastal areas. In South Thames, for example, 
the coastal districts of Worthing, Hastings and Eastbourne have populations where over 24 per cent are aged 
65 and over, compared with around 14 per cent in the inner city boroughs of Wandsworth, Camberwell and 
Lambeth. Selective migration means that receiving districts are likely to have a healthier and more affluent 
elderly population than the districts from which people migrate. The effect of the age-cost curve in the 
national resource allocation model will be to move a disproportionately large share of the resources with 
elderly people when they migrate, from deprived to affluent areas. Thus, to distribute a large proportion of 
the cake according to age, without distinguishing between poor elderly and rich elderly, is to discriminate 
against the group which has the greatest need of all. 





‘Report of the Resource Allocation Working Party. Sharing resources for health in England. Department of Health and Social 
Security 1976; London: HMSO. 


Judge K, Mays N. Equity in the NHS: Allocating resources for health and social care in England. BMJ 1994;308:1363-6. 
3Williams ES, Scott C, Brazil R. NHS distribution of funds unfair. BMJ 1992;304:643. 
‘Williams ES, Scott C, Brazil R. Resource allocation. BMJ 1993;306:1415. 
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Supplementary Memorandum submitted by Dr E S Williams, Director of Public Health Medicine, 
Croydon Health Authority [PE 4A] 


HCHS Resource ALLOCATION: 


THE RESOURCE ALLOCATION FORMULA 


The resource allocation formula attempts to distribute funding for NHS and community services on the 
basis of need. Three independent elements contribute to the formula: an age-cost curve which attempts to 
correct for the different costs of providing care to different age groups, an age independent “health needs” 
weighting, and a market forces factor to take account of differences in costs between areas. We have examined 
the assumptions behind and effects of the age-cost curve and market force factors which modify the needs 
formula derived by the University of York study. 


ib: THE AGE-CosT CURVE 


The age-cost curve is derived by applying national age-specific health care utilisation rates (measured by 
number of episodes and bed days) to national estimates of fixed (episode) and flexible (bed day) costs for 
twelve specialities. The resulting age-cost curve is heavily weighted for elderly populations (fig 1). An 
individual aged over 85 receives nine times the funding of someone aged between 15-44. Our analysis raises 
the following concerns over the use of the age-cost curve: 


1.1 We have demonstrated a significant relationship between the age structure of a population and age 
independent measures of health care need and utilisation. A large young population is positively 
correlated with standardised mortality, emergency surgical admissions and measures of socio- 
economic deprivation (figs 2-4). This means areas with younger than average populations tend to 
have higher than expected death rates and emergency admission rates. We have developed a health 
needs index in Croydon which is based on mortality and indicators of maternal health. This is also 
positively correlated with a young population (fig 5). Thus the age structure of a population is not 
independent of need and the relationship is in the opposite direction of the age-cost curve. Populations 
with a young population have greater “health needs”. This relationship is probably explicable by 
selective migration of the affluent and healthy elderly from deprived areas such as inner cities to 
affluent coastal areas. This means that the age-cost curve counteracts the effect of “health needs” 
formula. This means that the current steep age-cost curve acts to redistribute funding away from 
areas of need. 


1.2 The age-cost curve is derived from health service costings which are not age dependant. They assume 
that fixed and flexible costs do not vary between age groups. This does not reflect the reality of health 
care costs for the young and elderly. Young patients have short lenghts of stays but are more likely 
to use expensive health care interventions such as intensive care, newer chemotherapeutics and 
surgery. Elderly patients tend to have longer lengths of stays on account of frailty and social need 
but will not use as much high technology medicine. For example a 50 year old with a myocardial 
infarction (heart attack) will probably be admitted to a coronary care unit, undergo cardiac 
investigations and receive thrombolytic therapy but only stay in hospital for a week. An 85 year old 
with the same condition will not receive the same treatment but may stay in hospital for twice as 
long. The current approach to costing gives undue emphasis to the longer length of stay of older 
patients but does not take account of the usage of more expensive technology by the young. This 
makes the age-cost curve very steep. 


1.3 The age-cost curve assumes that age dependant utilisation is similar throughout the country. In other 
words, a group of 50 years old in one area will utilise the same health care resources as those in 
another area. Within Croydon, we have demonstrated a variation of up to five and a half years in 
life expectancy (table 1). This will mean that one group will experience age related morbidity several 
years earlier than another group. In other words, life threatening illnesses such as heart disease occur 
at an earlier age. The health needs formula attempts to compensate for this. However, as mentioned 
above, the same illness in a younger age group will create greater demands on health care. This is 
not reflected in the costings used in the age-cost curve. 


2. MARKET Forces FACTOR (MFF) 


This element of the funding formula attempts to make allowances for the extra costs of delivering care in 
certain parts of the country. The MFF is weighted to increase funding for London and the South East of 
England. We investigated the relationship between the market force weighting and the age and need 
weightings in South Thames. The MFF was highly correlated with need and negativley correlated with the 
age weighting (figs 6 & 7). This means that, in South Thames, the MFF reinforces the effect of need and 
reduces the effect of age weighting. Thus, the inappropriate effect of the age-cost curve is partially negated. 
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3. GENERAL COMMENTS 


At a more fundamental level, we feel that the funding formula over-emphasises the importance of hospital 
service utilisation and its relationship to health need. We have shown in Croydon that elective surgical 
practice does not relate to measures of health need. It is widely recognised that a large proportion of the 
variation in hospital utilisation is determined by differences in professional practice and individual health 
beliefs. There is a danger that the current formula may replicate this pattern and not address all aspects of 
“health need”. 

The health of a population is determined by and reliant on many factors which are not related to hospital 
services. These includes the level of primary care, health promotion, screening programmes, vaccination and 
the level of social care. The allocation of funding should take account of these aspects of health. I suggest 
that future consideration of the resource allocation formula should include a larger input from public health 
specialists. 


4. CONCLUSION 
The age-cost curve and the market force factors modify the effect of “health need” formula in the calculation 
of funding. Their effect is to: 
— Redistribute funds to affluent areas with low standardised mortality; 
— Redistribute funds from the north of England to London and the south east. 


Some of these effects are paradoxical but they tend to favour coastal areas in the south of England. We are 
concerned that the age-cost curve may not have a theoretically or practically sound basis as: 


— Age structure is not independent of “health need”; 
— Current costings are not age sensitive. 


The age-cost curve should be subjected to further analysis to ensure that it is based on the best available 
understanding of age related costs. 


The further development of the resource allocation formula should include a greater intellectual and 
practical input from Public Health Medicine. This will allow the wider determinants of health and health 
needs to be considered. 
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Figure 1 
Age Cost Curve 
Weighted Capitation Formula 
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Source: HCHS Revenue Allocation Formula, NHS Executive (1994) 
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Population Age and Mortality 
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A young population is significantly correlated with a high age standardised mortality (r =0.51, p=0.000) 


Population Age and Emergency Surgical Service Use 
27 Croydon Electoral Wards 
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A young population is significantly correlated with high emergency surgical service usage (r = 0.4, p= .039) 
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DOE Deprivation Score 


Health Needs Indicatoor 


Population Age and Deprivation 
112 DHAs in England 
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A young population is significantly correlated with high levels of deprivation 


(r = 0.24, p = 0.012) 
Population Age and Health Needs 


Croydon Wards 

3 

2 

1 

0 

-1 

-2 

10 20 30 40 

% of Population Under 16 


A young population is significantly correlated with a high health need 
(r = 0.38, p = 0.0051) 
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Market Forces Factor and Needs Weighting 
16 DHAs South Thames 
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The market forces factor is significantly correlated with the health need weighting (r = 0.66, p =0.006) 


Market Forces Factor and Age Weighting 
16 DHAs South Thames 
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The market forces factor is significantly negatively correlated with the age weighting (r = 0.60, p =0.014) 
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TABLE 1 


Life Expectancy in Croydon Electoral Wards 1990-92 


VRP SS 





Electoral Wards Life Expectancy 
At birth At 45 years 

Sanderstead 79.8 36.8 
Selsdon 79.5 36.1 
Croham 79.1 35.4 
Ashburton 78.9 35.8 
Monks Orchard 78.2 34.9 
Coulsdon East 78.1 34.6 
Heathfield 78.1 34.6 
Woodcote 78.1 34.4 
Purley 78 34.8 
Fairfield 77.9 34 
Beulah 77.6 34.4 
Kenley 77.6 34.4 
Spring Park rat py 33.5 
Norbury 77.1 34.3 
West Thornton 76.9 B3!7 
Addiscombe 76.7 33.1 
Woodside 76.7 33.8 
South Norwood 76.6 Boer 
Upper Norwood 76.5 33 
Bensham Manor 76.2 33 
Waddon 75.9 33.4 
Thornton Heath 75.5 32.8 
Whitehorse 75.5 32.5 
New Addington 75.3 32.7 
Rylands 74.7 32.5 
Fieldway 74.5 383 
Broad Green 74.3 31.9 
Croydon 76.8 Ag 


Nursing home deaths excluded 
June 1995 


Memorandum submitted by Dr Stephen Singleton, Director of Public Health, Northumberland Health 
Authority (PE 16) 


PERSONAL NOTE 


Dr Stephen Singleton is Director of Public Health for Northumberland. Northumberland District Health 
Authority serves a large area stretching 70 miles from the Scottish Border in the north to Tyneside in the south 
and 60 miles across from the Cumbrian Border in the west to the North Sea coast in the east. It has a 
population (307,000, 0.6 per hectare) with very heterogeneous characteristics, nearly half the population 
living in an urban and relatively deprived area in the south east corner (adjacent to the Tyneside conurbation) 
and the rest living in rather sparsely inhabited rural areas. Even within those rural areas there are pockets of 
severe deprivation. Standardised death rates are 12 per cent above the national average. 


Before entering public health, Dr Singleton was senior partner in a rural general practice in Cumbria. 


INTRODUCTION 
Dr Singleton wishes to give evidence in the following areas: 
— Two of the principles which underline the current formula 
— Equal opportunity of access for equal need 
— Recognition that costs vary 
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— The implications of the recent changes 
— Sensitivity to local health needs 


PRINCIPLES — 


1. “Equal opportunity of access to health care for people in equal need” 

(First established by RAWP 1976, reaffirmed in the 1988 DHSS review and in the guidelines for the 1994 
York research commissioned by the NHSE) 

Equal is not the equivalent of equitable, “the same” does not always imply “fair”. 

There remains a significant difference between the North and the South of England (and between inner- 


cities and shires within the South). Previous allocation formula have attempted to shift resources to the more 
deprived and less healthy North from the less deprived and more healthy South, with little success. 


The current formula is weighted for need as measured by two indices for the majority of hospital and 
community health services. However, the decision not to weight all components of the allocation (24 per cent, 
including community services is not weighted for need) has again discriminated between the North and the 
South. Nearly 80 per cent of district health authorities in the former Northern, Yorkshire, North Western, 
Merseyside and Trent Regions have lost out by this failure to implement the full implications of weighting 
for need. 80 per cent of the rest of England has gained by this decision. 


Understanding need in rural districts remains a neglected issue. 


Setting the allocation of funds, and altering it, does not necessarily result in any altering of clinical practice 
or any change in access to services. 


2. “To be equitable, the allocation system has to take account of the fact that the cost of providing services is 
not the same everywhere” 


(Resource Allocation and Funding a Team, NHSE October 1994) 
This is the principle on which the market forces factor is based. 
— Giving more money to London and the South East. 


If this principle is valid, it should also apply for rural communities where there is evidence that costs are 
higher. 


— Staff costs are higher because of travel times. 


— Building costs are higher because the economies of scale are not available to units serving smaller 
communities. 


There are precedents in Wales and Scotland for recognising the additional costs of community services in 
rural areas, why not in England? 


IMPLICATION OF RECENT CHANGES 


All of the districts around Tyneside, including Northumberland, have been set target allocations less than 
they might deserve on grounds of health needs. 


Rural Northumberland is not recognised, as it would be in Wales or Scotland, as deserving an additional 
allocation to meet its additional costs. 


A district like Northumberland has gone from a target allocation (by previous formulae) that promised 
growth to an allocation that now requires reductions in comparative terms, with all the planning problems 
caused by such a policy reversal. 


The introduction of increased local autonomy over resources by GP fundholders will require local 
agreements for funding allocations. 


_Each new formula leads to new targets—migration towards the target has historically always proved 
difficult, every change paradoxically tends to re-inforce the status quo and its inherent inequity. 


SENSITIVITY TO LOCAL NEEDS 


The geography (and service delivery problems) of a largely rural district like Northumberland is not well 
represented by statistical models of the kind used in allocation formulae. For example, at a ward level, 
standardised mortality ratios vary from below 50 to greater than 200, a much wider range than is found in 
some more homogenous urban areas. The very high needs of the most deprived patches within the district 
are “averaged out” by some of the rural patches. 


THE HEALTH COMMITTEE 89 


re 


29 June 1995] 


[ Continued 





This average of peaks and troughs is true of urban districts also, but the rural districts do not benefit in the 
same way. Our most needy areas are similar to an extremely deprived urban district, but our less needy areas 
tend to be the very same parts of the district which incur additional costs because of their rurality. 


Such statistical models (for example, the OPCS “district clusters”) equate Northumberland with Leeds. We 
may have the same spectrum of needs, but we cannot benefit in the same way from average costs when, for 
example, we have one centre of population (25,000) living 60 miles from the nearest general hospital. 


Some indices of deprivation, like Jarman, have no correlation with death and morbidity in a rural patch, 
perhaps because of the lack of an equivalent weight such as is given to ethnicity in urban areas. 


SUMMARY AND CONCLUSIONS 


Both the principles and the statistical modelling of current allocation formulae would benefit from 


increased public health advice. 


The current methodology and implementation continues to deny the North of England (generally) and 
many South of England urban districts an equitable share of resources. 


Rural districts in England tend to lose out because of: 


— failure to recognise costs 
— the heterogeneity of their populations 


It is right that local health authorities (and GP purchasers) have the ability to use their resources to meet 
local variations in need and cost, assuming the pooled resources are fair. 


June 1995 


Examination of Witnesses 


Dr S SINGLETON, Director of Public Health, Northumberland Health Authority and Dr E S WILLIAMs, 
Director of Public Health, Croydon Health Authority, examined. 


Chairman 


151. Dr Williams, Dr Singleton, good morning to 
you. We welcome you to our session this morning. Dr 
Williams is Director of Public Health for Croydon 
Health Authority, and Dr Singleton is Director of 
Public Health for Northumberland Health. We are 
very pleased to see you and you have had the benefit, 
of course, of watching the previous session so you 
know the sorts of questions we shall be putting to you 
and maybe you can elaborate on some of the answers 
we have already heard. A question to both of you: as 
practising directors of public health, would you like 
to comment on the strengths and weaknesses of the 
Department’s revised HCHS resource allocation 
formula? 

(Dr Williams) I must say I am disappointed with 
the formula. I do not believe it is really distributing 
funds which are in the health interests of the 
population. In particular I think the age cost curve 
produces a distortion in the formula. In my view that 
is the main weakness, and another I think is the way 
need has been assessed, using in-patient utilisation as 
a kind of gold standard. I understand how that has 
been done but it has weaknesses in my view. There 
was an interesting discussion on the market forces 
and in my view the market forces have really been 
used to compensate for other weaknesses; that 
funding is really going to districts of greatest need 
and particularly into London because interestingly 
the formula would be moving resources away from 
deprived populations because of the effect of the age 
cost curve which tends to move resources to healthy 
retirement districts. | think people have under- 
estimated the effect of the age cost curve. I think little 
work has been done on the effect of age, and people 


have made simplistic assumptions that age must be 
related to health, which of course it is but they do not 
take into account the effect of selective migration 
which is the main factor in producing differences in 
the age structure populations. So those would be 
some of my feelings, Chairman. 

(Dr Singleton) Certainly I believe one of the 
strengths, as we heard this morning, is the openness 
of the formula, but that is about the only strength 
which immediately springs to mind from my 
perspective. There are weaknesses. I too was 
interested in the debate earlier about the market 
forces factor. One of the weaknesses is the degree to 
which people still believe that there are pragmatic 
solutions. We heard this morning, “Is this being 
subjective or not”, well of course there are technical 
arguments to do with the formula but there are 
arguments about how it is handled and implemented 
and who is being subjective. In order to protect 
certain elements of the status quo I think extra weight 
is given to, for example, the market forces factor 
which has, as we heard earlier, necessarily an effect 
on the potential redistribution effect between both 
inner cities and less deprived urban areas and 
between, I believe, the north and the south of the 
country generally. So the formula could be better in 
terms of distribution according to need and to 
fairness. There are pragmatic, if you like, political 
implementation choices which weaken the argument 
if you accept the fundamental nature of those 
principles. 


Rev Smyth 


152. Following through the questions, maybe it is 
because I am getting towards the elderly side but I get 
a bit worried with all the emphasis upon age bearing 
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an undue cost on the nation’s health provision. I 
appreciate the point you are making, but you did just 
say there was not enough evidence to support it. Can 
I put it the other way: what evidence have you to 
support your contention, particularly about the 
healthy age of the migrant population? 

(Dr Williams) Madam Chairman, | take it 
members have seen the papers we have submitted on 
this issue and there are a number of letters which we 
have published in the BMJ and other work has been 
done. If I deal with the evidence about age structure, 
the main factor which makes population age 
structures differ (and we would not need an age 
factor if age structures did not differ, and I am sure 
members see that point: if age structures were similar 
you would not need an age structure) is migration at 
the time of retirement. If you look at the age profile 
of different districts you will see at the time of 
retirement, 60, 65, there is a large increase in 
population in that particular age group. There is 
ample evidence that people who migrate on 
retirement tend to be the more healthy, they tend to 
be the more wealthy, and they tend to move from 
more deprived areas into more affluent areas. There 
is, I believe, research done by OPCS on this 
particular factor and we have looked in Croydon at 
our retirement picture and we see there is far greater 
movement from the affluent part of our district than 
from the deprived part of our district. So I think there 
is ample evidence that migration is selective and it is 
the healthy people who tend to move away, and that 
means the elderly who are left behind are the more 
deprived elderly. This in my view is a fundamental 
factor, that not all elderly have the same health 
needs, that the deprived elderly have far greater 
health needs than the affluent elderly. So if you take 
a person aged 70 who retires down to the south coast, 
often their state of health will be very good indeed, 
whereas a person aged 70 who comes from an inner 
city and is unable to retire will often have far greater 
health needs. This is fundamental because of the 
amount of weighting that is put on the very elderly 
ages, and when a person retires they take with them 
effectively, according to the cost curve, almost 
£2,000. 

(Dr Singleton) A general point, and I was 
interested in Mr Congdon’s point about trying to get 
back to the values which lay behind all of this: all of 
this centres around what people believe we are trying 
to do when we say things like, “equal opportunity of 
access for equal need.” Equal need for what? For 
health? For health services? The argument Dr 
Williams is putting forward is a strong one, that if 
you identify with a certain population a need for a lot 
of health services, perhaps because they are elderly 
and survivors and therefore take with them recurrent 
need for surgery and other things, there is a different 
elderly population who have health needs which are 
very specific and require intervention, for example in 
an inner city area, on an estate with community 
services—one of the very things which is not 
weighted anyway for need. So an inner city urban 
aréa could be caught on a number of counts, healthy 
people moving out leaving behind an unhealthy 
population but also taking with them some of the 
weighting for resources. 


153. Accepting the argument at this stage, how 
might the formula be adapted to take account of it? 
For example, could the needs element of the formula 
be given more prominence? How would you actually 
see the changes to allow the balance of finance to be 
retained where needs are greater? 

(Dr Williams) The weight given to the over-65 part 
of the population is so great. When you look at the 
differential a person aged over 85 gets 12 times as 
much resource as a child aged 5 to 14. Because of the 
steepness of the cost curve, it produces a distortion. 
In my view it would be much safer if that cost curve 
were very much flatter, and I believe that would 
reflect reality far more. The problem with the way 
costs are calculated is that length of stay is used as the 
main determinant of cost. Now, we know that the 
elderly tend to say in hospital for a long period 
because of their frailty and often at a relatively cheap 
eost. Young people tend to have short lengths of stay, 
but far more intervention and high technology and 
high cost in a shorter length of stay. Now, that factor 
is missed out of the way the cost curve is established, 
so in my view the cost curve must be looked at and 
must be modified so that far less weighting is put on 
the respective age groups and if that were achieved, 
I think it would go a long way towards sorting this 
factor out. 

(Dr Singleton) The simple answer to your question 
is yes and I would base that on a number of reasons. 
One, which I mentioned before, is that I think 
together with the general shift towards an emphasis 
on primary care and community-led services, it 
would be nice to see a needs weighting on that factor 
and we have heard some discussion on that this 
morning. I think historically we have seen 
adjustments to needs weighting, like the SMR as a 
square root leading to a weight factor of a half. That 
was a pragmatic decision when the knowledge from 
the six region study was already known that down, 
for example, in Wessex the weighting factor could be 
as small as 0.2, but for Trent it ought to be up at 0.7 
or whatever. The half was a pragmatic solution. That 
took away weight from some of the more needy 
populations. There is a general feeling, | would have 
to say, amongst my colleagues, say, in the north of 
the country, just as there is for colleagues in inner- 
city areas, that there is a constant adjustment of how 
much you could put weight for need because of the 
debate we heard earlier. There are two factors: how 
quickly could you move if you adopted that 
philosophy; and how quickly could health 
authorities who gained do something about the 
problems of health if they had more money? Both of 
those things are legitimate reasons to consider the 
pace and so on and so forth, but the adjustments also 
tend to always look like protecting the status quo in 
some of the healthier south-of-the-country shires. 


154. We understand that aspect of it and I think we 
are beginning to tease out something that would be 
helpful to us. Could I put it to you in another way? 
In Croydon, as I understand it, the elderly have a 
deprived needs factor applied to them. In Worthing, 
if you might take another illustration, the elderly 
have an affluent needs factor applied to them. 
Therefore, is that formula not already taking account 
of the differences, as you, Dr Williams, put it, 
between the affluent and the deprived areas? 
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(Dr Williams) Well, I think this is a crucial part of 
this debate and what then is the respective weight 
that is given to the application of those two parts of 
the formula? Members of the Committee would see 
in our submission where we looked at this and we 
looked at the way the previous South-West Thames 
Region had allocated resources to the then 13 
districts and we looked at the correlation between per 
capita allocation and weighting for age and per 
capita allocation and weighting for need. We found 
that there was (0.93 which is) almost an exact 
correlation with age. In other words, the age 
component dominated the way resources were 
allocated; when we looked at the way need influenced 
the allocation, it was actually negatively correlated 
with need and, therefore, there was a distortion in the 
balance between these two factors, so I do not accept 
that the needs part counterbalances the age part, and 
effectively they are going in different directions which 
does seem to be perverse, in my view. What are we 
trying to achieve? 

(Dr Singleton) Could | just add that I think your 
point would be even fairer if there was a subsequent 
adjustment for the way those prosperous elderly 
made use of private services, for example, because 
you are making an argument that says that, on the 
one hand, you have got an elderly population who 
have got health needs and, on the other hand, you 
have got an elderly population who have utilisation 
needs. Well, for the group who have got utilisation 
needs, fair enough if you subsequently adjust it for 
the fact that they do not all use the NHS and so on. 
That would then be a fairer argument. 


Mr Bayley 


155. I would like to go back to the very early 
answers which were made in response to your 
question, Chairman. I am surprised by some of the 
answers that Dr Williams has given. I thought the 
whole point of the York needs formula was to get 
away from using inpatient utilisation as a proxy for 
need and they have produced a model that uses a lot 
of other indicators of need rather than utilisation and 
surely that is a good thing. 

(Dr Williams) Yes, indeed they did that, but they 
used inpatient utilisation as the measure of need to 
see which factor they should put into the formula. 


156. With respect, I do not think they did. Reading 
their report, for their acute formula they used five 
proxies. One is the SMR and those aged over 75; the 
second is the proportion of those of pensionable age 
living alone; the third is the proportion of those living 
in a home with a carer; the fourth is those with long- 
term illness and aged under 75; and a fifth is the 
unemployment rate. 

(Dr Williams) That is correct, but those were 
selected using inpatient utilisation to see which of 
those factors explained inpatient utilisation, so the 
basic assumption is that inpatient utilisation is the 
gold standard against which you measure need. If 
you look at the background to their conclusions, they 
say that this is an assumption and they themselves 
question that assumption. 


157. Well, tell me what would be a better 
assumption to make or a better approach to 
investigate? 

(Dr Williams) Well, I would use basic measures 
that we know that influence health, such as infant 
mortality, such as birth weight and variations in birth 
weight, such as life expectancy, which measure health 
in a population and are not dependent on inpatient 
utilisation, some of which might be inappropriate 
utilisation. We have looked, by the way, at inpatient 
utilisation looking at surgery and we found a strong 
correlation between emergency admissions and need, 
but no correlation between elective admissions and 
our measure of need, so what if elective inpatient care 
is discretionary or not necessarily that based on 
need? This is, in my view, the weakness in this 
approach. 


~ 158. I still do not understand your model. What 
the York people did was to look at a range of 40 or 
so indicators of social circumstances of one sort or 
another and look at the closeness of the statistical 
correlation between that pattern of social need in an 
area and a need for health care which you say is a 
utilisation need. If you were to use some of your 
factors, how would you relate that, how would you 
quantify intuitively that? If there is a high infant 
mortality rate, one would expect that the need for 
care would be higher, but the question is how much 
higher? How would you turn the intuition into a 
formula? 

(Dr Williams) That is a difficult question. You see, 
I would also argue that I believe that the variation is 
too great, that the basic thing should be the size of the 
population and I am worried that we can move too 
greatly. When we look at the previous way South- 
West Thames Region allocated resources, it was 
almost a £70 per head difference between Croydon 
and Worthing and I think that that is not a 
sustainable argument, that you can have such a great 
differential, about a 25 per cent difference per head of 
population. I would be far happier from a public 
health point of view if that was much narrower and 
so that we agree a much narrower band of spread, 
you could use these indicators like all of them, but the 
end is a value judgment. You can make an arbitrary 
decision as to how much you are going to spread and 
then it is a relative thing. 


159. We do not want value judgments; we want 
sound science about health need, do we not, so you 
have got to find the best available indicator of 
health need? 

(Dr Williams) Indeed you do, but at the end you 
apply a value judgment. You are looking and 
assuming, but it is all relative. All of these things are 
relative, so you make a decision as to how much 
you spread. 


160. But I do not understand at all why you say as 
a gut reaction a 25 per cent difference in the average 
per capita cost of providing health services in 
Croydon and Worthing is wrong. Surely one looks at 
the different capital costs, the different wage costs, 
the different morbidity of a population and quite 
possibly one should look at factors like the infant 
mortality rate, but one needs to quantify the health 
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needs. Surely there is no point using a formula if, at 
the end of the day, you say, “But my hunch is that it 
has come out wrong, so we will change it”? 

(Dr Williams) I am not saying that. I am saying, if 
you use known measures of health need you can 
produce a relative ranking between populations as to 
what their health needs are, and factors which can be 
used are life expectancy, birth weight, infant 
mortality, to mention some of the more obvious, and 
that will give you a relative ranking between those 
who have the better health and those who have the 
worse health. Your question is, how wide do you 
make the range. 


161. You said a minute ago that you felt the 
formula did not adequately recognise the relatively 
greater need of the deprived population. 

(Dr Williams) | did say that. 


162. Then a little bit later you said the differential 
between Croydon and Worthing was too steep, and I 
am sure the differential between South East London, 
shall we say, and Worthing would be steeper still. 
You cannot have it both ways. You cannot say the 
formula insufficiently provides for the health needs of 
a deprived population in inner London and at the 
same time say there should be relatively less money 
for inner London and more money for the more 
prosperous communities? 

(Dr Williams) 1 do not think I said that. 


163. I have misunderstood you then. Are you 
arguing that Worthing is relatively more deprived 
than Greenwich or somewhere in inner London? 

(Dr Williams) No, | am not, on the contrary. 


Chairman 


164. Dr Williams, could you clarify the point 
please so we can get it on the record? 

(Dr Williams) What I am saying is that I believe 
inner cities have relatively greater health needs, that 
coastal retirement areas have relatively lesser health 
needs. Because of the age effect, the way resources are 
allocated has been perverse and it has moved money 
from inner deprived areas to more affluent coastal 
areas. In the one letter we published in the BMJ we 
examined 22 areas that gained most from age 
weighting, all of them were coastal areas except three, 
and they were all retirement areas. We then looked at 
those areas that lost the most from age weighting. 
Thirteen of them were inner London districts, some 
of them were new towns such as Basingstoke and I 
forget the others. What we found when we looked at 
the needs comparing these two groups of districts 
was that the retirement areas had far less deprivation, 
and when we looked at things like birth weight, 
mortality rates, hospital emergency admissions, they 
had far less, and that the areas which lost the most 
had the greater health needs. When we worked out 
the per capita amount of moncy which went to the 
respective areas that gained from age and lost from 
age, it was very different, and in my view this was a 
perverse way of allocating resources. 


Mr Bayley 


165. Can I be clear? The York people produced for 
us a note about the health authorities which were 
gainers or losers according to the Department of 
Health age cost curve and then an age cost curve 
which York devised and it tells a very similar story to 
your paper. The gaining areas were Worthing, 
Hastings, Eastbourne, Chichester, Torbay, et cetera, 
and the losing areas were a much more catholic mix, 
Wandsworth, Newham, Camberwell, West 
Lambeth, West Surrey, the City and Hackney, 
Huntingdon surprisingly perhaps, Haringey and 
Milton Keynes. You are not arguing, are you, that 
the needs element of a formula is inappropriate or 
that the market forces factor part is inappropriate? It 
may be we will come on to these matters but you are 
simply saying that the Department of Health has 
tweaked the age cost curve in a way that relatively 
helps coastal retirement areas and _ relatively 
disadvantages inner city areas? 

(Dr Williams) That is correct. 


166. You mentioned an interesting point, that the 
health care needs of a deprived elderly person would 
be considerably greater than the health care needs of 
an affluent elderly person, but the needs part of the 
formula does include for the non-acute specialties 
three of the six indicators which I would have 
thought would reflect that—the proportion of 
dependents with no carers would boost the needs 
rating for inner city areas, as would the proportion of 
those of pensionable age living alone, as would the 
proportion from the New Commonwealth, and 
similarly two of the five acute factors. Do you not 
think the needs element of the formula does provide 
an appropriate weighting for the deprived elderly? 

(Dr Williams) No, 1 do not, and I think that is the 
crucial point. The practical effect of the steepness of 
the age cost curve is to move money from the 
deprived areas to the coastal areas. If members look 
at the steepness of this cost curve, and this was a 
question David Congdon was making previously— 
what is the relative weight—in my opinion the age 
cost curve overwhelms the need component of the 
formula. 


167. I understand that but we are getting confused 
again. You are saying that the age cost curve gives 
relatively too much to the elderly, but you say also 
that you think the needs part of the formula 
insufficiently reflects the needs of the deprived elderly 
in relation to the affluent elderly. I do not think you 
have made the argument there because you have a 
number of indices within the formula which would 
seem to give considerably more money to 
populations with deprived elderly without carers and 
living alone and so on. I understand the argument 
about the population part of the formula but I do not 
understand why you are calling into question the 
needs part of it. 

(Dr Williams) 1 would not argue. I think the needs 
formula is acceptable, it closely relates to SMRs, and 
I think it is probably the best that can be done. My 
disappointment is that it is still based on in-patient 
utilisation and I think it is inadequate for the 
distribution. 


168. It is moving in the right direction? 
(Dr Williams) Yes. 
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(Dr Singleton) Trevor Sheldon predicted with the 
rise of census data and rise of computers that there 
would be an orgy of statistical analysis leading to 
further, further and further arguments about what is 
going.' I would like to return to the question which I 
really think needs to be debated which is, we know 
what the NHS is for, it is for two things, to improve 
the health of the population and to deliver effective, 
efficient services to the people who are ill. We know 
from research, for example McLoone & Boddy? 
looking at Scotland, that there is an increasing gap 
between people at the bottom of the pile and the 
people at the top of the pile. So as far as the first 
objective of the NHS is concerned, the values which 
lie behind the allocation formula are not working. 
That is the first point. The second point is that in 
places like the Netherlands, where there is less of a 
gap between the top and the bottom, there is 
consensus amongst the population as to what can be 
done.’ Things like minimising the effect of ill health 
on deprived people, things like extra health services 
for people who are deprived, things like an education 
programme and better life style programmes for 
deprived populations, so we know what can be done. 
There is no doubt, and it is right and proper, that 
there has been a balance all the way through the 
history of the NHS between maintaining the status 
quo, which started out as demand-led which is why 
there are lots of services in the south-east and so on 
and so forth, and introducing factors to do with need 
and to do with meeting the discrepancies and the 
unfairnesses in the system. I think what we are trying 
to say, and getting bogged down in technical 
arguments, is that there is an element in which public 
health would say that there is not enough emphasis 
given to the shift towards needs compared to 
whatever adjustments you need to make, and I would 
have to say that in various different stages, whether it 
was review of RAWP or implementation of the York 
now, adjustments have been made to maintain the 
status quo. Now, we are just saying that that balance 
could be shifted and it could be shifted appropriately 
to the benefit of people whose health is poor. 


Mr Congdon 


169. Of course any shift has to be on a rational 
basis. I want to ask what I think is an easy question 
and come back to a more fundamental question. In 
asking our earlier witnesses, | emphasised the three 
components of the allocation formula and 
deliberately naively suggested that as a lay person 
one would have expected the market forces 
component and the age-cost profile to be relatively 
easy to assess, in other words, to say, “Yes, the 
average”, and I stress the point of the average 
because the needs should be dealing with non- 
average, “the average person over 85 costs X and the 
average person from 0 to 5 and 16 costs Y” and what- 
have-you, but, Dr Williams, you were suggesting that 





'Weighting in the dark: resource allocation in the new NHS. 
Trevor Sheldon et al. BMJ 1993: 306: 835-9 

Deprivation and Mortality in Scotland, 1981-91. Philip 
McLoone, F Boddy. BMJ 1994: 309: 1465-70. 

3S$acio-economic inequalities in health in the Netherlands: 
Impact of a 5-year research programme. J P MacKenbach. 
BMJ 1994: 309: 1487-91. 


in fact that assumption that I made was wrong 
because you were suggesting, and perhaps you can 
clarify this, that the way the costs have been allocated 
to those age groups is not totally valid because it is 
based essentially on the length of stay and the elderly, 
as I understand it, you say a lot stay in hospital fora 
long time and actually the costs are low on a lot of 
those long stays, but they attract a lot of costs on that 
formula. If that formula was changed so that that 
age-cost profile reflected better the actual costs in an 
average area, would that be sufficient in terms of 
changing the funding formula or would we need to 
do the other things that I will come on to in just a 
minute? 

(Dr Williams) 1 think that would be a major 
advance if the age-cost curve could be made more 
appropriate and less weighting was given particularly 
to the population over the age of 65. As I pointed out, 
im my view, we do not collect financial information 
by age group and there are so many assumptions in 
it and many of those assumptions in my view would 
be imprecise and inaccurate and lead to false 
conclusions. So, in my view, if that age-cost curve 
were made more appropriate, and that would be to 
flatten it out considerably, that would be a major 
improvement. 


170. Can I go on to the second stage of the question 
and both of you may want to comment on this. The 
bit I am totally at a loss to understand, and I have 
read all the various papers, not just from yourselves, 
but from previous witnesses, is this: how is the 
weighting, forget the factors which go to taking into 
account need as one can argue about those until the 
cows come home and I am relatively happy with the 
new factors, but how is the relative weighting 
determined for need as opposed to the other two or 
are they given equal weight in terms of adjusting for 
population, and how would you like to see the 
weighting adjusted? 

(Dr Williams) To my knowledge, each of them is 
calculated independently, so the needs factor is 
applied to the population and it is adjusted and then 
the age factor is applied to the population and then 
it is adjusted and then there are the market forces and 
each are multiplied. That is my understanding of the 
way it is done technically. 

(Dr Singleton) Without getting too much into the 
technical side of it, I wouid personally prefer to see 
more emphasis on the needs side and less on the 
market forces factor. Could I give you an example of 
a case study that illustrates the point I am trying to 
make? South of the Humber, the united health 
authorities covering places like Grimsby and 
Scunthorpe have gone from being a capitation gainer 
under the review of RAWP to a loser under the new 
system and the principal factor which has caused that 
change, they believe, is the market forces factor. You 
mentioned earlier that it would be nice to see shifts 
based on a rational basis. I think everybody would 
agree that as long as that 93.5 per cent for the Zone 
4 is correct, then it is rational, but, as we were hearing 
this morning, that is not necessarily based on the 
right piece of evidence and so on, and I think at each 
step of the way you need to have a debate about the 
likely impact on the way the formula is applied. | 
think that is often what is missing in this stage. We 
have a Statistical analysis, we have a model, and then 
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the debate does not occur about what that means 
when the model is applied on the ground to different 
kinds of communities who are affected in different 
ways by the change. Northumberland is another 
health authority which has gone from a relative 
gainer to a relative loser. I think there is no harm in 
having the debate quite late in the stage when, as you 
say, we have agreed a mathematical model, but then 
there has to be an exercise, perhaps more of an 
exercise than there is at the moment, of saying, “Well, 
if we did it this way, this is what would happen. If we 
did it a slightly different way, this is what would 
happen”, and let us not deny that there are 
implementation decisions very late on based on 
people scanning down the columns and saying, 
“Blimey, that would be a big change for such and 
such a district”, so maybe if we changed the model 
slightly it would not look quite so bad. 


171. Can I just press you both a bit further because 
my understanding is all the various components of 
the formula try to get the relative value for a district 
related to a value of 100 and you get a certain spread 
based on age-cost, you get a certain spread on market 
forces, there is also a certain spread based on need 
and those factors are multiplied together to give a 
figure. If the age-cost profile was not changed in the 
way that Dr Williams indicated, and let us assume it 
is not changed, would it then be necessary rather than 
taking the crude difference from 100 on needs, say, 
because there is a range, and according to York there 
is a range from 130 per cent for central Manchester 
down to 82 per cent for mid Surrey, would you then 
be arguing that that range is not big enough? Is that 
the point that is being made? In other words, you 
would have to give a double weighting or one and a 
half weighting to need or whatever? 

(Dr Williams) | agree with Dr Singleton, that more 
weighting should be given to the need component of 
the formula and that could be done in various ways. 

(Dr Singleton) Can I make a point about this? One 
of the underlying assumptions behind weighting, as 
we heard earlier, is to derive a target and the target 
then bears a relationship to the pooled resource, and 
rightly and properly, it is up to the health authority 
to take that pooled resource and not necessarily then 
divide the money up in the way that the formula 
would have built it up in the first place. That is right 
and proper and that is a good job for district health 
authorities and for fundholders to do and so on and 
so forth. One of the difficulties is that there are some 
very homogenous districts in terms of inner cities 
who do not have the scope of trading across. There is 
another difficulty for rural areas where, if I took 
Northumberland as an example, we on all the kind of 
statistical models are apparently closest to Leeds 
more than anything else. Now, geographically on the 
ground that is a nonsense, but I can see from socio- 
economic determinants and so on that there are 
reasons for thinking that, but Leeds has got the 
whole range and mixture of very deprived areas and 
quite prosperous areas and so on and so forth all 
relatively close to access to services, so in terms of 
doing something about health for their deprived 
communities, they have the potential to trade off 
access against effectiveness and so on and so forth. I 
was going to make the point that for inner cities it is 
the same problem in many respects, that the abilities 


to make trade-offs within the geographical boundary 
are harder which is why I think if you concentrated a 
little bit more on need, you would give the 
opportunity for some of the inner cities to do more 
effective work. 


Mr Austin-Walker 


172. I think you have just answered most of what 
I was going to ask, and you have come down to the 
fact it is a class issue really in many senses in terms of 
need. You are really saying, to get it simply, that the 
age cost curve has such a distorting effect that it 
overrides the real allocation of resources on the basis 
of need? Dr Williams, in your written evidence you 
have indicated that in your area one group will 
experience age-related morbidity several years earlier 
than another group, and presumably that is 
determined by social deprivation and other such 
factors. Would I be right in saying that if you take 
your curve, or the NHS national cost curve, for all 
areas the graph would move that (indicating) way in 
the deprived areas and move this (indicating) way in 
the more affluent areas and therefore this is actually a 
formula which is discriminating against areas of high 
social need? 

(Dr Williams) Correct. That is absolutely right. 


Alice Mahon 


173. I think Dr Singleton has said that even at this 
late stage we need a debate about what is happening. 
You have both published evidence and papers as far 
back as 1992, what has been the response from the 
Government? Would you like to tell us what response 
there has been to this? 

(Dr Singleton) The debate previously was at 
regional level in that once the pooled allocation went 
to regional level it was for the different regions to deal 
with the argument we are having in slightly 
different ways. 


174. That did not stop the initial inequality which 
is developing between the allocation of resources, I 
am sure? 

(Dr Singleton) My impression of the reaction of the 
Government is that they, from their perspective, 
rightly and properly, make their judgment as to the 
implementation based on their needs. 


175. Political? 
(Dr Singleton) Yes. Rightly and properly, | 
would say. 


176. Would Dr Williams like to comment? 

(Dr Williams) | feel that the argument on age 
which I have been pursuing has not been fully 
appreciated and understood. From my public health 
background I became very interested in it and have 
done quite a lot of research in my department and I 
have tried to contribute to the debate. To be fair not 
a lot of people have understood the debate and what 
I am trying to get at, because it is quite a complex 
argument but I feel that slowly people are starting to 
understand that there is an issue around this cost 
curve. 
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Alice Mahon: But the truth is, there has been a 
shift of resources, money, from poorer areas to richer 
areas and that satisfies the Government’s political 
objectives? 


Chairman 


177. Dr Williams, are you saying that? 

(Dr Williams) No, I do not think I am saying that. 
I would say that a lot of this was done because people 
did not understand, as Dr Singleton has said, the net 
effect of this formula. The obvious thing to do, to me, 
is to work it out and then say, “How does that affect 
it” and then you can say, “That is not right.” If you 
see a district which is one of the healthiest in the 
country getting more than one that is clearly 
deprived (income or whatever you choose to look at) 
then something is wrong, and I do not think that step 
has been taken. I do not believe there has been 
enough public health input into this debate and this 
discussion. A lot of it has been done around 
modelling and techniques and we have had health 
economists and finance people and statistical people, 
but the thing Dr Singleton and I have is a feel for the 
health needs from a public health perspective, and 
perhaps more of that is needed in the discussions. 


178. Do you agree with the point Alice Mahon is 
making, Dr Singleton? 

(Dr Singleton) What I would agree with is that 
there has been a change in the potential shift. 


Alice Mahon 


179. From the original? 

(Dr Singleton) 1 would not like to say, and I would 
have to return to the evidence before coming back. 
You implied there has been a shift in the actual 
money from one place to another, but what there has 
been is a shift of the potential to go in the other 
direction.* That is a quite different thing. There has 
been a general and gradual move towards targets 
since RAWP first came in. There are problems 
associated with targets moving, there are problems 
associated with some of the regions remaining 
persistently above target and so on and so forth, but 
it would be unfair to say that the application of 
formula by. either governments who have been 
involved has discriminated directly, it is just the pace 
of change has not been as great as could have been 
implied from the statistical modelling. 


Mr Bayley 


180. I am still puzzled and it may be just my lack 
of understanding. Dr Williams, I believe, is telling us 
that the reason he believes why the age cost curve 
used by the Department of Health provides relatively 
more money than is needed for the elderly and 
relatively less than is needed for people in the middle- 
aged adult groups, is because the Department of 

ealth has taken an average cost of an in-patient 





4This is discussed by Sheldon et al. (Ref (1) para. 168). The way 
the review of RAWP shifted resources from (predominantly) 
north to (predominantly) south is described in: The north- 
south divide in England: 1.Leck. Community Medicine 
1989: 11: 102-7. 


day, whereas the average cost of an in-patient day for 
an elderly person is lower than for a middle-aged 
adult? Is that what he has argued? 

(Dr Williams) That would be part of what I am 
arguing. It is policy to keep children out of hospital 
and yet they incur all kinds of costs which we cannot 
measure, and that is policy. There are many things, 
and I am thinking of services for sickle cell anaemia, 
those kind of things, where they do not go into 
hospital. This cost curve is based on length of stay 
but there is a host of other factors. 


181. Can I read you one paragraph from the 
Department’s document setting out its formula, 
which seems to contradict what you are saying? The 
Departments says: “The current age cost element of 
the formula uses occupied in-patient bed days data to 
apportion the cost of all patients using a bed between 
different age groups. As part of the review of the 
weighted capitation formula, it was decided to look 
beyond length of stay for a more refined method of 
adjusting for the different costs of in-patient care 
associated with different age groups.” They have 
moved on as a result of the review and published a 
new formula. 

(Dr Williams) Indeed, and they took, to my 
understanding, fixed costs and hotel costs. So they 
have tried to adjust, but I would argue strongly that 
their cost curve does not reflect true age differentials 
in cost, in my view. 


182. What I do not understand is why. They have 
taken account of the fact the cost per bed day for the 
elderly is lower than the cost per bed day for an adult, 
based on utilisation. 

(Dr Williams) But that is based on length of stay. 


183. No. It says here, “It was decided to look 
beyond length of stay for a more refined method of 
adjusting for the differing costs of in-patient care 
associated with different age groups.” In other 
words, they are putting a higher weighting on the 
middle aged than the elderly; the average cost of a 
bed day for the middle aged is higher because a 
higher proportion of them are more likely to be in an 
acute bed than the elderly, more of whom would be 
in a re-hab bed. It seems to contradict what you are 
saying, and I am trying to search for the truth. I do 
not have details on hose this costing is calculated and 
it would be very interesting to see that, but I would 
just give you the exampie that if a young person has 
a road traffic accident and gets admitted to hospital, 
they might be in hospital for three weeks and the 
might be in intensive care with major surgery, all 
kinds of intervention which is extremely costly, 
whereas, as I have mentioned, with an old person 
often they would be in hospital and there would be 
minimal intervention and, therefore, mainly hotel 
costs. Now, to my understanding, the full impact of 
technology and other components of true costs are 
not taken into account in that cost curve. That is my 
understanding.° 


‘The costings used to derive the age cost curve are not age 
sensitive. The method of calculation is described by the NHS 
Executive in “HCHS Revenue Resource Allocation: Weighted 
Capitation Formula”(1) and the York Report. Briefly, fixed 
(episode) and flexible (bed day) speciality costs which are not 
age sensitive (Annex 2 of (1)) are applied to the utilization rates 
by age groups and speciality. This means the costing are 
sensitive to age-related differences in length of stay, daycase 
utilization and speciality mix but not to differences in treatment 
costs between age groups. This means that a general medical 
admission of seven days for a myocardial infarction (heart 
attack) for a 40 year old and an 80 year old will attract the same 
cost weight. In reality, the 40 year old will be admitted to a 
coronary care unit, receive thrombolytic (clot custing) therapy 
and undergo cardiac investigations while the 80 year old 1s 
unlikely to receive all of these interventions. Thus, the true cost 
for the 40 year old is likely to be markedly greater. 
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Mr Bayley: That is what we need to establish, is 
it not? 


Mr Spring 


184. In looking at the concerns on age weighting 
which we have looked at very comprehensively, one 
of the things of course which is the reality in all our 
constituencies with ageing populations is primary 
care and of course community care. What I would 
like to ask you is whether you have any particular 
views on the omission of these particular services 
because in practice they are major providers to the 
elderly? 

(Dr Singleton) I have a view on two counts. I think 
it would be appropriate to weight community 
services according to need. I think again there is no 
point in getting into the technical arguments as to 
whether you would use acute weighting or research 
or whatever, but I think it would be appropriate. I 
think in the community there are costs of delivering 
services to elderly people which will accumulate and 
are greater, for example, in some of the rural areas as 
well, so we have an additional cost there that needs 
to be taken into consideration. 

(Dr Williams) 1 would agree, Madam Chairman. I 
think that community services should be weighted. 


Mr Whittingdale. 


185. I am not going to spend too much time since 
my health authority area comes number 9 on your list 
of gainers after such a formula. However, it is a rural 
area and I wanted to pursue the point that you made, 
particularly Dr Singleton, about the effect of the 
sparseness of population in remote rural areas and 
the fact that you feel that that does increase costs 
which are not properly reflected in the formula. Can 
you say why you think that the York team have not 
recommended that something should be done about 
that and what do you think should be done? 

(Dr Singleton) I think there is a history going back 
to looking at rural needs and, therefore, weights.in 
the history of both RAWP and recent work and of 
course whilst RAWP was looking for regional 
calculations, Members might be familiar with the 
work that was done on ambulance services in the 
south-west which showed that yes, indeed there were 
increased costs in rural areas, but it became 
insignificant when you looked at the regional level. I 
think some of those increased costs are now more 
important now that we are looking at allocation 
formulae which are very specific to districts. The 
second point I would make here is that the additional 
costs are recognised by precedent in Wales, for 
example, and I am not quite sure why they are not in 
England. Then finally I would just like to give youa 
couple of case studies of what I am talking about 
because in my evidence I said that assuming the 
market forces factor philosophy, if you like, the 
principle, is correct, and that is you recognise where 
there are additional costs, then clearly it is necessary 
to try and identify additional costs to see whether or 
not there is a large enough impact to bother with 
changing the formula. There are not that very many 
rural population districts with really dispersed 
populations, so it is a relatively small number that are 
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affected, but when we are affected, we are affected in 
quite a big way and I will give you two examples. 
First, the market forces factor talks about staff costs, 
so we had a look at our staff costs for district nursing 
in the rural communities and the best thing we could 
measure was travelling time. The travelling time of 
the rural district nurses was some 15 to 20 per cent of 
the amount of time that they were spending in clinical 
care compared to 5 per cent of a comparison group 
of urban district nurses, so on the face of it there is 
a 10 to 15 per cent gap, as it were, of district nurses 
available to see patients, and on their £5 million 
budget for district nursing that would be between £4 
million and £750,000 additional cost that we incur in 
staffing to deliver to a dispersed population. The 
second point about the market forces factor is that 
they talk about building costs and rightly there are 
additional costs recognised in some areas. Going 
back to the first principle of equity of access, for 
example, for us we have really quite dispersed 
populations and this is different from sparse. Sparse 
is like there is hardly anybody, but just dotted farms 
about, but dispersed is like Berwick-on-Tweed where 
we have, for example, some of our most deprived 
wards® 60 miles away from the nearest general 
hospital, so there is an element of having to provide a 
certain level of service within that community to have 
any sense of fair access. One of those examples, and 
we have two within our county, is small maternity 
units to provide services and access to services to 
dispersed populations. Now, we had a look at costs 
there and if you add up, if you like, the lost 
opportunity cost of not having it, if you see what I 
mean. We worked out what it would cost to re- 
provide the services without the unit and it was in the 
order of £250,000. If you add that to the additional 
cost that we have had to put in looking at quality, 
because inevitably if you are not gaining the kind of 
economies of scale and efficiency of larger units, you 
have to go and look at whether or not you are making 
too much of a trade-off against quality and 
effectiveness and so on, we looked at that and 
decided in one of our maternity units to invest an 
additional £150,000 to increase the midwife rotas 
above and beyond what we would expect in a 
centralised unit. I hope you are all following this 
because that then leads to adding up the opportunity 
costs of having to have it there, plus the additional 
expense of making sure that the quality is 
appropriate despite the low numbers, if you like, 
within the region of another £4 million. Now, 
without going into too much detail of too many of 
our services, I have accumulated an additional cost 
of £1 million for our rural services and at that point I 
would come back to the argument that I was making 
earlier. If I was talking about Leeds, we would say 
rightly and properly that there are peaks and troughs 
within any one district of deprivation, of needs, of 
utilisation, of uptake of services, and it is right and 
proper to give a pooled amount to a district and they 
then can use their purchasing power or whatever to 
make good the way they think the population needs 
should be to meet those differences. I think the 
potential trap that some rural districts can fall into is 
that on the one hand we have in the south-east corner 


27,000 people in total in the area served by a DGH 60 miles 
away. 
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of Northumberland a particularly deprived, 
particularly needy population who bear all the 
characteristics of an inner-city population, and it isa 
post-industrial, post-mining community, quite 
deprived, and you would expect us to be investing 
there to meet their needs by trading off against the 
healthier parts of our district. Unfortunately the 
healthier parts of the district are the very places 
where we incur additional costs because of dispersed 
populations living 60 miles away from the hospital, 
so, if you like, we are caught unable to make the kind 
of trade-offs that you would expect a more 
homogenous district to be able to make. So my 
argument would be on two counts really for the way 
we might deal with community services and so on. 
One, that yes, both for the benefit of inner cities and 
dispersed populations, there is a weighting for need 
and, secondly, if the market forces factor is correct in 
principle, then it could probably be applied to a small 
number of rural districts who have this problem of 
very dispersed populations. 


186. I understand the problem as you have 
explained it and I would expect from your answer 
that you would agree with our previous witnesses 
that the population density, for instance, is not a 
sufficient measure of this problem. If it is not that, 
how can one actually have an indicator for dispersal 
and what indicator, what measure can we find to 
incorporate within the formula? 

(Dr Singleton) Well, in the past it seemed right and 
proper to use the actual cost of the service as a good 
indicator for the needs for funding. That is the basis 
of why protected funding has been provided to some 
districts in the past. Our best estimate, if you like, of 
the additional costs could be what we spend in some 
of our rural districts. It is a relatively easy way to 
measure it and on the back of trying to work out fair 
budgets for GP fundholders and total fund projects 
based in different localities, we have gone through the 
exercise of trying to work out actually what the spend 
is in various different places. Does that answer your 
question? 


187. It does, although I do not find it particularly 
satisfactory in that the whole purpose of the formula 
seems to be to have an objective measure which is 
applicable in any area and produces a reasonable 
estimation of the amount of resources needed. Once 
you start incorporating a measure based on what you 
are already spending, you remove that element of 
objectivity from it. 

(Dr Singleton) One would have to bear in mind 
what I originally said. We are talking about a small 
number of districts which are affected by this and I 
would not like to say that there is some easily-applied 
dispersal or sparsity factor which could be applied 
across the whole country which would make a 
relevant difference. What I am saying is, from my 
public health point of view I would start from the 
position that there are parts of the country and inner 
cities which would benefit from greater weighting on 
need. Above and beyond that, if the principle of 
market forces is correct there are a small number of 
rural districts which might have to be dealt with 
individually based on particular arguments they can 
mount, based on the real cost of providing services to 
dispersed populations. Okay, it might be technically 
difficult, but as we were hearing this morning it is 


technically difficult to decide about staff costs around 
the country. It does not mean it is wrong in principle 
to try and do that. 


Mr Bayley 


188. I have a vested interest of course coming from 
a health authority area which is 110 miles long by 90 
miles tall. To sustain the argument, if you divide your 
spending as a health authority into three bands— 
hospital based care, in-patient or out-patient; 
ambulance and transport costs; and community 
care—one would imagine that the hospital-based 
care per unit would be the same whether you are a 
rural or an urban authority because once you are in 
the hospital one would not need a rural weighting. 
We have found in our recent ambulance report that 
the cost of rural services, I do not think, were 
significantly different per patient than urban services 
but we can certainly check that. The community care 
costs, the travelling time particularly, puts up the 
costs. As a result of that, is it the case that 
Northumbria spends a greater proportion of its 
budget than the national average on community 
care? Would that be a way you could put in a 
weighting, if that were the case? 

(Dr Singleton) I will have to return to you and give 
you a written quote on the exact amount.’ That may 
be a way forward. One of the things which interests 
me in this whole process is the way the formula lags 
behind the way other policies are being implemented. 
You mentioned hospital costs and that once you are 
in hospital it is the same, but it depends what you 
mean by hospital. Northumberland has a network 
ranging from easy access to Newcastle teaching 
hospitals, which for some parts of our population are 
only a few miles down the road, through to a more 
standard district general hospital type model, to 
hospitals in communities like Alnwick and Berwick 
which are very much GP-led but taking acute 
admissions, through to Hexham where there is a kind 
of middle ground. There are all sorts of different 
models and this is in the climate of people saying, 
“We need more primary care led services, we need a 
shift towards community care”. These expensive 
resources might be seen as acute services at the 
moment, but in other people’s minds they are just a 
community resource for that community. That is 
why rather than sweeping away these old divisions 
and saying, “What do you spend on this and what do 
you spend on that”, I am more interested in saying, 
“Here isa community, here perhaps is a group of GPs 
who want to do purchasing on behalf of that 
community”, or here is us as a health authority who 
wants to do purchasing for that community, what is 
the right way of judging their needs and then pooling 
them. If you constantly try and break it down and 
build it back up again, you get caught up in these 
arguments of, “You add a little bit of weight to this 
but you do not seem to have spent more on that.” 


189. Perhaps you could after today’s session send 
us some data on costs per case, and I take your point 
that small cottage hospitals may cost more to run per 
case treated than large units which have economies of 


See p. 99. 
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scale, but perhaps you can provide us with some cost- 
per-case information on inpatient and outpatient 
costs and community care costs. I think the argument 
about whether you have a weighting for rural areas 
really depends on the data and if you can substantiate 
the case that it costs more per childbirth in a rural 
area, then there should be a weighting, but if you 
cannot substantiate that, it is very difficult to argue. 
(Dr Singleton) The latter I can certainly 
substantiate.2 Madam Chairman, I would bear in 
mind that there is a technical difficulty between 
quoting cost per case and price per case. Price is 
supposed to equal cost, but it does not necessarily 
do so. 


Alice Mahon 


190. Could I move on to population estimates? Do 
you have any evidence of underestimations of 
population by OPCS in your own districts and do 
you feel this is a serious problem in some districts 
which might, therefore, be disadvantaged? 

(Dr Williams) Chairman, I do not think I can 
answer that question with any reliability. I am not 
sure. 

(Dr Singleton) | think there is an issue which needs 
more looking into, for example, the homeless 
population in an inner city. I think there are little 
pockets of very high need, but whether or not they 
would affect the overall formula, I think that is the 
sort of thing that local health authorities can do well 
to identify small segments of the population like that 
who have special needs. 


Mr Austin-Walker 


191. If there is an underestimate and if it is in 
particular groups, and I think there is a suggestion 
that in inner London, for example, ethnic minorities 
would be under-represented and undercounted, also 
there may be an undercounting of elderly population 
and if there is an underestimate of the elderly 
population and if that is not taken into account in the 
allocation of the estimated underestimate, is that not 
going to feed through into an added disadvantage? 

(Dr Williams) There is no doubt that it would, 
Madam Chairman, and | think there was a paper 
done which did look at this underestimate of 
population. That would cause an enormous 
disadvantage because the size of the population is 
probably the most single important factor in the 
formula. 

(Dr Singleton) 1 would add that I think that is part 
of the debate of saying the strength of having a 
formula is that it is open. You then enter into a 
debate about what it means to certain communities. 


Mr Bayley 


192. In looking at the health needs of small 
localities within each of your respective health 
authorities, do you use the Department of Health’s 
formula in any ways to influence within your district 
allocations? If so, how, and if not, why not? 
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(Dr Williams) In my health district which is 
Croydon we have actually worked out a health needs 
index which uses a local mortality database which is 
based on standard SMRs, plus the risk factors 
around the time of birth which includes things such 
as birth weight, maternal smoking, maternal age and 
marital status. That is calculated into an index and 
we have a very, we feel, good estimate of need across 
our district and there is a very large differential in 
health need. What we have actually done is applied 
the formula to our district and what we have found 
is that the most deprived areas would get the least 
money and the most affluent areas would get the 
most money. However, our policy is the reverse and 
that is that we actually have within Croydon two 
think-tanks that are looking at improving 
inequalities in health and redistributing money to the 
areas of need, but that is just to make the point that 
#f we applied the formula, and we have done it, we 
would actually be distributing it to the most wealthy 
and affluent parts of the borough which also happen 
to have the most elderly people. 

(Dr Singleton) The answer to the question is yes. 
We have looked, as I was saying before, at trying to 
build up a_ budget for localities within 
Northumberland using a weighted formula, a former 
northern region weighted formula, looking at 
deprivation indices that seemed relevant to the 
northern regions worked out locally for us, and are 
entering into a debate with the LMC and so on 
locally, just as I said we should have nationally as 
well, about, “If we apply this formula, what would it 
mean?” I would emphasise the point that the OPCS 
longitudinal studies have shown there are individuals 
who suffer poor health because of their relative 
deprivation, low income and so on, so it is right and 
proper at practice level a debate goes on about the 
needs of the practice population and how they will 
devote their resources, and we have started that 
process too. Whilst the formula might set a target for 
a Statistical model population, there are still in each 
individual street differing needs which we would 
hope to identify and build up on as well. 


193. I know it is lunch time but I do have one or 
two other points. Do you have a view, either of you, 
on the merit or otherwise of ring-fencing money from 
particular parts of a formula for, for example, mental 
health or learning disabilities? Would that from a 
public health view be something you would welcome 
or express reservations about? 

(Dr Williams) | think I would probably support 
that for certain conditions, maybe the young 
physically disabled and mental health. 

(Dr Singleton) I think it would be right and proper 
for us to be held to account if we were devoting 
resources in an entirely different way from the 
expected, but ring-fencing it is a different matter 
altogether. 


194. Could I have your comment on two issues 
which we discussed with our earlier group of 
witnesses? One is the issue of the pace of change. Do 
you agree with the finance directors that one has to 
go very cautiously or should we be forcing the pace 
so that those health authorities who are below target 
reach their target more quickly? Secondly, the issue 
of the needs weighting applying only to 76 per cent of 
the budget, the acute and mental illness parts of the 
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budget, but not to the community health services and 
“other” parts of the budget. Hitherto you had the 
square root of the SMR as a crude, rough and ready, 
needs weighting over 100 per cent of the budget, do 
you think the Department’s view of removing the 
needs weighting from the 24 per cent is justifiable 
and, if not, what should be done about it? 

(Dr Williams) Those are very complex questions, 
Madam Chairman. With regard to the first, I would 
try and get the formula more based on need before 
moving too rapidly, but I think you do need a steady 
pace of move. As regards the community part of it, I 
think it should be weighted but we need to get a good 
measure of need to do so. 

(Dr Singleton) I think I have made it clear that I 
would like to see a bigger shift towards both inner 
city areas and deprived city areas and the north of the 
country generally, but I also have made it clear that 
I think we need a public health style of debate based 
on the implications of the formula compared to the 
implementation by the Department at any one time. 
There is a following-on argument of what is 
technically possible. I am very, very committed to 
making sure that if you are a big gainer then the 
benefits derived from being a gainer are seen on the 
ground, and I think you have to test that assumption 
as well before you increase the pace. 


195. The square root of the SMR is not perfect as 
a needs weighting, but the SMR asa needs weighting 
does bring benefits both to inner city areas where 
mortality rates are higher and to the north of 
England where the mortality rates generally are 
higher than in the south. So if one used an SMR 
based needs weighting for the community care part 
of the budget, you would substantially benefit both 
the north more generally and inner city areas in 
particular. Until such time as the Department has 
done some thorough research on how the community 
health service needs are related to deprivation, do 


you think the use of the old needs weighting, the 
SMR based needs weighting, would be better than 
nothing? Would you advocate its retention until such 
time as the Department has come up with something 
more sensitive and more accurate? 

(Dr Singleton) I think the Department has come up 
with something more sensitive and more accurate. 
The question is about the implementation of the way 
that formula is used and I would disagree with you. 
I think there is evidence, and I can send you the 
relevant papers,? which shows merely using the 
Square root of SMRs tended to offer more advantage 
to the south of England than it did to the north. 


Chairman 


196. If you can send us the papers, we should be 
very grateful. 
' (Dr Williams) I will be happy for the needs formula 
to be applied to the community part based on need. 


Mr Bayley 


197. So the acute and mental illness part of the 
formula again until something better should be 
applied to the 24 per cent for community health 
services? 

(Dr Williams) Yes 

Chairman: Dr Williams, Dr Singleton, on behalf 
of the Committee, can I thank you both very much 
indeed for answering our questions so clearly and 
giving us so much information. We are very grateful 
to you for your time and of course we will use all the 
information we have gained this morning when we 
come to look a little further into this whole inquiry. 
Thank you very much indeed. 


Ref. (1) para.168 (Sheldon) and ref. para.179 (Leck). 


Supplementary Memorandum submitted by Dr E S Williams [PE 4B] 


Further to my recent written and verbal submission to the Select Committee on NHS funding, I would like 
to emphasise the following points. 


THE AGE/CosT WEIGHT FOR NHS FUNDING 


1. The York report draws attention to the fact that the assumption on which the age/cost curve is based, 
namely that “fixed and variable speciality costs are constant across age groups”, is unlikely to be true*. This 
would produce a major flaw in the age/cost curve. The implications of such a major flaw would be a significant 
distortion of funding allocation to districts. 


2. Although age specific utilisation rates are used in the calculation of the age/cost curve, the costings which 
are applied to these utilisation rates are not age specific but assume similar costs for all ages. This means that 
a five day stay in a surgical speciality for a 50 year old and an 80 year old attract the same cost weightings. 
Based on my experience of health service usage, this seems unlikely and there has been no evidence published 
to support this assumption. This contrasts with the needs element of the capitation formula which has been 
subjected to rigorous analysis and published. 

3. As age/cost, need and market forces factors are applied independently in the NHS funding formula, the 
implicatios of an error in any of these adjustments would be to !ead to the incorrect allocation of funds to 
districts. I believe that this is currently the case. 





* Page 66 (paragraph 4.61) of the University of York report “A formula for distributing NHS revenues based on small area use 
of hospital beds”, a copy of which is attached. 
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4. I suggest that the costing element of the age/cost weighting is subjected to further rigorous analysis. In 
particular, any review needs to consider the age specific variations in the cost of care. 


I would be grateful if these comments are brought to the attention of the Health Select Committee. 


EXTRACT FROM REPORT 


4.61 In the calculation of costs, a fixed episode cost and a variable bed days cost must first be specified for 
each specialty group. Although several potential sources of cost data were explored, the only cost data that 
the Department of Health were able to make available to the study team was a statistical analysis of the 
relationship between episodes, bed days and hospital costs at the national level undertaken by East Cheshire 
Statistical Analysis Consultancy. These calculations are based on the assumption that fixed and variable 
specialty costs are constant across age groups. Whilst this is unlikely, there was no alternative data source 
which satisfied this study’s requirements. The results are summarized in Table 4.5. 


Table 4.5 


Episode and bed day costs by specialty group 


Specialty group Cost per episode Cost per bed day 

(£) (£) 
1. Surgery 15373 165.1 
2. Surgery II 253.8 Zire 
3. Medicine 149.5 123.6 
4. Geriatrics 0.0 98.8 
5. Medicine II 560.3 111.8 
6. Psychiatric 1031.3 86.5 
7. Mental handicap 1031.3 85.9 
8. Maternity 144.1 147.3 
9. Gynaecology 144.1 153.7 
10. Radiotherapy 144.1 159.0 
11. Other 144.1 91.8 
12. Not stated 181.2 119.8 


(Source: East Cheshire Statistical Analysis Consultancy) 


4.62 By applying the costs in Table 4.5 to the number of episodes and number of bed days in each specialty 
group associated with a ward, the estimated costs of 


25 September 1995 


Supplementary Memorandum submitted by Dr Stephen Singleton [PE 16A] 


I apologise for the delay in replying to give any supplementary evidence to the Committee concerning 
additional rural costs. We have major contracts with five different NHS Trusts in Northumberland and I have 
received information from three of them which partly addresses the issue and had been waiting for further 
analysis. However I appreciate that the Committee needs to produce their report. My difficulty in making 
progress underlies perhaps the most important point, which is that providing accurate costings for additional 
expense due to rurality, and only due to rurality, is a complex and difficult business. 


As far as our community providers are concerned, Northumberland Community Health NHS Trust 
estimates that staff costs are £300,000 and estate costs are £400,000 because of the rural spread. This includes 
reduced clinical time available for district nursing and health visiting because of travelling, based on the real 
differences of time spent in our rural compared with urban areas. As far as Community Mental Health 
services are concerned there are some £60,000 on estate costs, and £90,000 on staff costs representing 
approximately £150,000 which is certainly due to time lost in travel between clients and management costs 
of having bases dispersed around the county. 
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The acute providers have been much more difficult to tie down. We have a small general hospital in the 
west end of the county which may not exist at all if we were less rural. Other services such as maternity services 
eee to identify and amalgamating them on one site would certainly save between £200,000 and 


On real figures, there is therefore certainly an excess cost of just over £1m which can be attributed to 
dispersed units and staff travelling times between clients. Above and beyond that it is conjecture. However 
it is worth noting that one of our acute Trusts is planning the amalgamation of two units into a new build 
site which will save them approximately £1.8 million in revenue costs. At least that must be available if acute 
units around Northumberland were all based on one site. In summary therefore there is probably between 
£3 million and £4 million spent on rurality in Northumberland representing approximately 3 per cent of the 
DHA expenditure. 


Encs. Letter from Northumberland Mental Health NHS Trust 
. Letter from Northumberland Community NHS Trust 


31 October 1995 


Letter to Dr Stephen Singleton from Mr Chris Humphris, 
Chief Executive, Northumberland and Community Health, dated 14 August 1995 


CosTs OF RURALITY 


You asked for further details on the costs of rurality to community health services in Northumberland. 
The difficulty with calculating this is that comparative information for non-rural areas is not available. I have 
therefore done my best with what I have got. 


Percentage Time Travelling 


Alnwick Ashington Blyth Morpeth Tynedale Overall 
District Nurses 13 8 11 12 13 11 
Health Visitors 8 4 6 4 t 6 


If you compare the Northumberland average with that of the area of highest density (eg. Ashington) the 
effect of rurality is to reduce clinical time available by 3 per cent for district nursing and 2 per cent for health 
visiting (eg. if Northumberland were all like Ashington, we would have that per cent more time available for 
those services). Whilst 1 don’t have the figures, I see no reason why these percentages should not apply to 
other community health services. For example, Northumberland has more schools per head and this means 
greater travel distances for staff working in schools (eg. school doctors, nurses, speech therapists, etc.). On a 
budget of approximately £10 million this means an additional £300,000 would be needed to ensure equity. 


Harder to pin down is the effect on the estate. We have more health centres per population than urban 
areas. However, I can only estimate that the net effect is at least a third more space is required and there a 
third more costs in capital charges and running costs. On a budget of approximately £1.2 million this would 
mean £400,000 plus. 

Additionally, our distribution system for joint loans and equipment and continence supplies costs more 
because of distance. I hope these figures are helpful to you but please let me know if I can give you any more. 


Letter to Dr Stephen Singleton from Mr D C Fraser, Director of Finance, Northumberland Mental Health 
NHS Trust, dated 15 August 1995 


Costs ASSOCIATED WITH RURALITY 


I refer to your correspondence with Dave Anderson re the above. 

It would obviously be difficult to identify the excess cost of serving a population occupying over 2,000 
square miles, against that of serving a population of average density, with any degree of accuracy but we could 
use three crude measures 

(1) We could compare the cost of the service delivered in the urban area of Northumberland per capita 
against the rural areas. The main problem is that this would only be meaningful if we were confident 
that equal services were being provided, which we are not. 
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(2) We could compare the cost of our Community based service with that of a similar population 
occupying a smaller land mass (eg. Sunderland). This would require a great deal of information on 
Sunderland’s service and costs. 

I am able to compare Northumberland’s spend on Mental Health per capita against our urban 
neighbour Newcastle but this would imply a saving through rurality because Newcastle puts a 
greater proportion of its total resources into Mental Health than does Northumberland. 


(3) We could compare Northumberland’s spend on Mental Health per head against some Regional or 
National average but I do not know of any. 


However, if we were looking for a very rough figure we could say that were we an urban district we would 
not need two of our present bases saving some £60,000 pa. 


The shorter distance between clients could save the equivalent of perhaps 1.5 CPN/Psychologists plus 
reduced travel costs for all, say £50,000 pa and a less despersed service would be more cost effective to manage, 
perhaps by £40,000 pa. 

Therefore, at a rough guess, I would say that Northumberland’s present service delivered in an urban 
setting, would cost some £150,000 pa less than it currently does. 


If there is any likelihood of influencing National allocation policy in Northumberland’s favour I would be 
keen to work up something more robust and auditable but it would need some co-operation across 
purchasers. I don’t think that Northumberland working alone would get far. However, please let me know 
if you feel it is worth doing some further work. 
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THURSDAY 6 JULY 1995 





Members present: 


Mrs Marion Roe, in the Chair 


Mr Hugh Bayley Mr Richard Spring 

Mr David Congdon The Reverend Martin Smyth 
Alice Mahon | Mr John Whittingdale 

Mr Roger Sims 





Memorandum submitted by the Department of Health [PE 1C]} 


HCHS REvENuE RESOURCES: CONTEXT 


£bn 
Total Health Resources 1995-96 ... bee dé z. +e He ee a Me Bat et eet 
Family Health Services (non-cash limited) ee he ae 2. thy oe a ae 7.8 
Hospital, Community and FHS (cash limited) ... yy: a es +e i st a4 
HCHS Capital aos a ae the ae oe: sth tee 23 ape ibe <u 2.0 
HCHS Revenue (includes £2 billion for capital charges) i ee EN Ce. an? 424.5 
Allocations/budgets for special purposes... as nw ag Bes se aid a ie 1.5 
Allocations for Resident population ae is es ae hs ae ve, ae fie ae 


Four COMPONENTS OF THE HEALTH PROGRAMME 
NHS Hospital and Community Health Services (HCHS) 


Provides all hospital care and a wide range of community health services. 


NHS Family Health Services (FHS) 

Provides general medical, dental and pharmaceutical services and some ophthalmic services and covering 
the cost of medicines prescribed by general practitioners (GPs). 
Central Health and Miscellaneous Services (CHMS) 

Provides services which can most effectively be administered centrally, for example, welfare food and 
support to the voluntary sector. 
Departmental Administration 


The administrative costs of the Department of Health. 


APPROACH TO RESOURCE ALLOCATION SINCE 1977-78 
Principle 


Equal opportunity of access to health care for people in equal need. 


Method 


To distribute resources between HAs based on relative needs of their populations, ie. any weighting which 
increases one DHA’s population is balanced by a reduction eleswhere. 


History OF RESOURCE ALLOCATION POoLicy SINCE 1977-78 
Catchment Population 1977-78—1990-91 
Resource Allocation Working Party (RAWP) (1976) 
Review of RAWP (1988) 


ee ee ee a 
The cost of printing and publishing this Volume is estimated by HMSO at £1,700 
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OD 


Resident Population 1991-92—to date 
Weighted Capitation (Working for Patients: 1989) 
Review of Weighted Capitation (1993) 
Continual Process of Review: 
— comments 
— new information 
— better statistical techniques. 


RESOURCE ALLOCATION IN THE INTERNAL MARKET 





Department 
of Health 






Purchasers 













Top 
Slicing 


CONTRACTS 


Trust DMU Private/V oluntary 


Providers 


FHSAs 
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ELEMENTS OF RESOURCE ALLOCATION 
Weighted Capitation Targets 
What DHA should have. 


Recurrent Allocation or Baseline 
What DHA has now. 


Distance from Target 


The gap between what a DHA has and what it should have. 


Pace of Change Policy 


How fast the distance from target is reduced. 


DISTANCE FROM TARGET 


Examples 
5 

DHA Target 1,000 
Baseline 900 
DFT 100 Under Target 
DHA Target 1,000 
Baseline 1,100 
DFT 1 Over Target 
DHA Target 1,000 
Baseline 1,000 
DFT 0 At Target 


WEIGHTED CAPITATION TARGETS 
What are weighted capitation targets? 


They are the amount of money a DHA should have. 


How they are calculated 
Step 1—What is the resident population of the DHA. 
Step 2—Weight this by the relative cost of the age profile of the DHA. 
Step 3—Weight this by indicators of how ill the DHA population is relative to others. 
Step 4—Weight this for relative costs. 


These steps produce a weighted population 


How WEIGHTED POPULATIONS ARE CONVERTED INTO CASH TARGETS 


DHA Weighted Population Total 
—_——————__ X__ Resources 
England Total Population Available 
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PuTTING IT TOGETHER 


Crude population 
Age weighted 

Need weighted 
Market forces 
factor weighted 
Weighted Population 


DHA! 


500,000 
520,000 
510,000 
490,000 


490,000 


PREVIOUS NATIONAL WEIGHTED CAPITATION FORMULA 


DHA2 Total 


500,000 1,000,000 
480,000 1,000,000 
490,000 1,000,000 
510,000 1,000,000 


510,000 1,000,000 


Forecast resident population figures successively weighted by: 


AGE/Cost ADJUSTMENT 


NEED ADJUSTMENT 


THAMES ADJUSTMENTS 


Reflects variation in level of demand for 
hospital and community health services 
by age group. 

Represented by Standardised Mortality 
Ratios (SMR) 

— London Weighting 

— Thames Market Forces Factors 

— Thames 3 per cent and 1 per cent 
Adjustment 


MobpIFIED NATIONAL WEIGHTED CAPITATION FORMULA 


Forecast resident population figures successively weighted by: 


Moke SENSITIVE AGE/Cost ADJUSTMENT Reflects variation in level of demand for 


NEED ADJUSTMENT 


MARKET FORCES FACTOR 


AGE/CosT 
Why Weight for Age? 


hospital and community health services 
by age group. 

Two needs indices: 

— General and Acute 

— Psychiatric 

reflecting a number of health and social 
factors. 


Reflects geographical variation in the 
cost of staff, land and buildings. 


Very young and very old require significantly more NHS care. 


Age Bands and Expenditure Per Head 


Age Bands 


Births... 
Band 1 0-4 
Band 2 5-15 
Band 3 16-44 
Band 4 45-64 
Band 5 65-74 
Band 6 75-84 


Band 7 85 plus ... 


AGeE/Cost CURVE 


Expenditure per Head 
Average 1990-93 
£ 


1,836.80 
388.70 
174.20 
242.40 
358.00 
684.70 

1,276.60 

2,306.20 


“A principle cause of variation in the level of demand for health services is the age structure of the 
population (especially the very young and elderly).” 


THE HEALTH COMMITTEE 107 


eee rr — — — — 


6 July 1995] [ Continued 


eee 
Previous Formula 
Used in-patient bed-days to apportion the cost of all patients using a bed between different age groups but 
(1) ignored day cases 


(2) assumed all specialities have same cost per day 
(3) no distinction between hotel and treatment costs. 


Modified Formula 


(1) includes day cases 
(2) different costs per speciality 
(3) measures hotel costs separately from treatment costs. 


AGE COST CURVE 
1994-95 Age/Cost Curve Compared With 1995-96 Age/Cost Curve 


2500 


2000 


Cost per Head 


1000 


500 





Births 0-4 5-15 16-44 45-64 65-74 75-84 85+ 
Age Band 





PreviouS mm Modified 
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NEED 
Why Weight for Need? 
General agreement that resource allocation should take account of relative levels of health need in addition 
to adjusting for age. 
What is the Need Adjustment? 


Two needs indices (one for acute services and one for psychiatric services) reflecting a range of health and 
social factors. 


Weighting 
— Acute Need Index 64% 
— Psychiatric Need Index 12% 
— No Need Weight 24% 
WEIGHTINGS FOR NEED 
York Work Based on Inpatient Analysis: per cent 
Acute at bbe ae ee BA Se ‘ee aks fel? ae 36.0 
Psychiatric ... a aaa fee ot aan 605 a af = 9.0 
45.0 
Extended to: 
Outpatients is aa oe pe dee a: af A me 125 
Geriatrics ... fae es + ee Res ey Bs} z. Bi: 8.0 
Obstetrics ... HK ie, oe 8 bee ee bo ay 4.5 
Ambulances ; ey oe tet . st oe 44 1 
Community Maternity and MIP: on Bt vd a ee ned 2.0 
Day Patients af hi ha ae i. ou me es 1.5 
31.0 
Total Need Weight aoe oe 43 we sha oe re ee 76.0 
No NEED WEIGHT 
24 per cent Breaks Down into: 
Mental Handicap 4.5 per cent 


. the study methodology was inappropriate for the mental handicap speciality. We were therefore 
unable to develop a model for mental handicap, and suggest that further work is undertaken in this area using 
alternative methodologies.” [York Report] 


Community Services 11.5 per cent 
“The study has not been able to look explicitly at the determinants of use of . . .. community services. 
We recommend that the relevance of the data as a basis for allocations in .... community and mental 


handicap sectors should be explored further.” [York Report] 


Admin & Other Hospital Services 8 per cent 
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YORK WoRK ON NEED 


INPUT 
In-patient and Daycase Over 40 Census 
Activity Data Variables 
METHOD 


Statistical Model Tested 


100’s of Combinations of Variables 


| 


OUTPUT 


Combinations of Variables Which Best Explain Use of Hospital In-patient Services 


NEED VARIABLES 
The variables within the two need indices are shown in the table below: 


Need variables General andacute ‘Psychiatric 


Standardised Limiting Long Standing Illness Ratio <75 
Standardised Mortality Ratio (SMR) under 75 
Proportion of economically active who are unemployed 
Proportion of pensionable age living alone 

Proportion of dependents in single carer households 
Proportion of persons in lone parent households 
Proportion of dependents in no carer households 
Proportion of adult population permanently sick 
Proportion born in New Commonwealth 


NANNN 


~\ SNe BN GN 


MaRKET Forces FACTOR (MFF) 
Why Weight for relative cost? 


To be equitable, resource allocation has to take account of the fact that the cost of providing services is 
not the same everywhere. 


“|. the study has not addressed issues relating to geographical variations in the costs of providing 
services. It will be necessary for the allocations . . . . to be adjusted for variations in costs caused by 
factors suchas . . . . capital charges and wage costs.” [York Report] 


£1 in London buys less health care than £1 in Newcastle. 
Staff costs and cost of land and buildings are higher in London and the South-East. 


To secure “equal access” these unavoidable extra costs have to be recognised. 


LABOUR MFF 
Uses non-NHS earnings data for comparable occupations (excluding medical and dental) 


Recognises four pay zones: 
1—Inner London 
2—Outer London 
3—Rest of South East England 
4—Rest of England 
Compensates purchasers who buy services from higher cost zones 
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LABOUR MFF 
EXAMPLE 
A DHA in Yorkshire needs to buy: 
— 85 per cent from hospitals in Zone 4 
— 5per cent from hospitals in Zone 2 
— 10 per cent from hospitals in Zone 1 
This DHA therefore receives a weighted average of these Zones. 


Cost OF LAND & BUILDINGS 


— For each DHA there is a specific land & building factor 
— Land factors supplied by Valuation Office 
— Building factors based on RICS data 


SPECIFIC EXAMPLE 


SHAs 
London PG Hospitals funding devolved “into market” 
London DHA Baseline Target DFT 
Old Position 900 1,000 — 100 
Addition for Post Grad ae 5 


New Position 955 1,005 — 50 


Increase to baseline reflects past usage of PGs by DHA residents thus funding them to purchase at this 
same level. 


Increase to Target reflects the DHA’s weighted capitation share of the PG money. 


General effect was 
— London DHAs—to increase their baselines by more than their target. 
— Provincial DHAs—to increase their targets by more than their baselines. 


Wuy ‘DISTANCES FROM TARGET’ CHANGE 


Target goes up/down 
— formula changes 
— population changes 

Baseline/target changes but in different proportions 
— change in funding treatment of an activity 
— differential growth 


WoRK IN PROGRESS 


HCHS 
— homelessness 
— outpatient services 
— community services 
— mental handicap 
— rturality 
— market forces factor pay zones. 


Coherent approach across HCHS/FHS to meet needs of new HAs. 
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BASELINE CHANGES 


Entry of SHAs into market DHAs now receive purchasing power to fund SHA referrals 

Capital Charges Revenue and capital charges integrated to allow more focused 
purchasing decisions 

Old long stay adjustment Host DHAs need more purchasing power so that patients in 
old long stay hospitals are not subsidised by other services 

Devolution of central budgets DoH budgets devolved to RHAs (eg. medical audit) 

Devolution of regional budgets RHA budgets developed to DHAs in advance of abolition of 
RHAs 

Teaching and Research Additional SIFTR monies to DHAs to fund the excess costs 


of teaching and research 


AMENDED CAPITATION POSITION OF LONDON DHAs 








Capitation Baseline Total 

Formula Change Changes Changes 

£ million £ million £ million 
Inner London 20:5 13.4 — 39.9 
Outer London + 56.7 — 43.1 + 13.6 
Greater London + 30.2 = S6.5 720.3 


Note: 


(1) Inner London’s position worsens as a result of baseline (SHAs) and capitation formula changes 
(MFF > Need). 

(2) Outer London’s position improves as a result of capitation formula changes (Need) more than 
offsetting baseline changes (SHAs). 


Supplementary Memorandum submitted by the Department of Health (PE 1F) 


Letter to Mr Stuart Moore, Finance and Performance Directorate of the NHS Executive from Mr Hugh 
Bayley MP 


Thank you for providing such a clear briefing for members of the Health Select Committee on Monday. 
You will recall that I asked about the methodology for calculating the Market Forces Factor and was referred 
back to the answer to my PQ given on 20 December. I have re-read the paper you placed in the House of 
Commons Library but still have some questions. Are you able to help please? 


1. Annex 1 shows the NES occupational classifications “matched” to each NHS staff group. What criteria 
were used to set the matchings? Were other occupational classifications considered for use? If so: (a) what 
kind of sensitivity analysis was used to examine the significance of using one possible match than another? 
and (b) on what basis were each of the other possible matches abandoned? 


2. The table in paragraph 10 of the paper shows the ratio of wage costs in Zone 1 compared with the 
England average for each of the NES occupational classifications selected. Could you show me ina table how 
these ratios for the “matched” occupational classifications compare with the ratio of actual average NHS 
wage costs for each NHS staff group—in each of the four pay zones. (eg. Your table says, if I read it correctly, 
that average wage of standard occupational classification 3a—scientific technicians—in zone | is 25.2 per cent 
higher than the England average; how much higher than the England average is the average wage of qualified 
nurses in zone 1, taking account of London weighting and “wage drift”?). 


3. Would you please let me have a further copy of Annex 3 with an additional column showing an “index” 
figure for all the standard occupational classifications used in the MFF weighted on the basis used in the table 
in paragraph 10. I am interested to see the variation in average wage costs of the comparative occupational 
classifications between health authorities in each of your zones. 


4. How many NHS staff in the qualified nurses, etc. occupational group are employed currently in zone 
1. You appear to be comparing their wage costs with a sample of 700 technicians in the NES in these DHAs. 
Am I reading Annex 3 correctly in this regard? 


22 June 1995 
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Letter to Mr Hugh Bayley MP from Mr M A Harris, Finance and Performance Directorate 
of the NHS Executive 


MARKET FORCES FACTOR METHODOLOGY 


Thank you for your letter of the 22 June asking for further clarification of the methodology behind the 
calculation of the HCHS staff market forces factor. I will take each of your queries in turn. 


What criteria were used to match the NES occupational classification to NHS staff groups? Were other possible 
matchings considered? What kind of sensitivity analysis was used to examine the significance of using one possible 
match rather than another? On what basis were each of the other possible matches abandoned? 


The current MFF builds on the methodology recommended by the Advisory Group on Resource 
Allocation (AGRA) which reported in 1980, the rationale behind the staff MFF being a recognition of the 
costs incurred by the NHS in response to geographical differences in the external labour market. AGRA 
considered a study by the former Economic Advisers Office which was subsequently published as a 
Government Economic Service Working Paper.! AGRA recommended the adoption of an MFF which was 
based only on unqualified staff. The argument was that qualified staff were not influenced by market forces 
to the same extent as unqualified staff. The former have a training which ties them to the NHS, so reducing 
their choice of occupation and, given that the NHS has a near monopsony of qualified staff, their choice of 
employer. 


AGRA preferred to construct an “external” pay index for specific occupational groups selected as relevant 
to the employment of NHS staff. The other main option that had been considered was an index based on all 
occupational groups. The comparator groups were selected on the basis that they contained staff who have 
a comparable level of training/qualification to NHS staff groups and so the NHS is in direct competition with 
other employers. Given that AGRA preferred an index based on specific comparator groups, so far as we can 
tell no sensitivity analysis as to other possible matchings was carried out since the choice of occupational 
groups relevant to the NHS is very limited. 


The MFF was reviewed in 1993 as part of the Review of Weighted Capitation and a number of changes 
recommended. The Employment Department was able to release NES data at a more disaggregated level 
allowing the calculation of two pay zones for London (inner and outer London). Increasing evidence 
suggested that qualified nurses, midwives, PAMs and professional and technical staff who had previously 
been excluded from the MFF, were subject to external labour market pressures. This was an issue that had 
been flagged up for further work by the Review of RAWP in 1988. Analysis showed that qualified nurses, for 
example, exhibit far greater geographical mobility than administrative staff, and so are more likely to move 
to another area and appear to prefer working outside London and the South East (despite the payment of 
London allowances). Analysis showed that the Thames RHAs experience more problems in filling vacancies 
than the rest of England, and also that they have higher turnover rates. These recruitment and retention 
difficulties are likely to raise costs and lower the quality of services if not compensated for, and the review 
concluded that the MFF should be extended to include qualified staff (with the exception of doctors and 
dentists). 


A number of comparator groups were considered. The main choice was between group 3a (scientific 
technicians) and 3b which includes qualified nurses. 3b was not chosen as the inclusion of NHS staff would 
introduce circularity in that the more London providers paid their staff, the more London purchasers would 
receive through the MFF and so on. Group 3b also has a smaller sample size implying higher volatility in the 
data from year to year. 


Would it be possible to compare, for each of the 4 pay zones, how the wage indices for the NES comparator groups 
compares with actual average NHS wage costs for each NHS staff group? 


It is straightforward to make this comparison at RHA level, but would be difficult at pay zone level without 
considerable further work as a result of the level of disaggregation at which data would be required. The 
relevant data at RHA level is being obtained from one of our Statistics divisions and we will pass it on once 
available. In making the comparison, it should be borne in mind that authorities that pay less than the “going 
rate” incur increased costs through recruitment and retention difficulties implying lower quality staff and 
lower productivity. 


' “Geographic Variations in the Cost of Health Service Inputs”, Robert Weeden, GES Working Paper No. 35, October 1980. 
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Can a staff cost index be calculated for each DHA or county as in Annex 3 so as to see the extent of variation 
in average wage costs within each zone? 


Please find a table attached providing the index as requested. The figures should however be treated with 
some caution as a result of the small NES samples at this level of disaggregation. Where the sample sizes for 
individual comparator groups are too small to allow a value to be quoted with sufficient confidence, the zone 
average has been assigned. The indices to which this applies have been underlined. The indices at this level 
of disaggregation could not be recommended for use in resource allocation. 


Furthermore, for resource allocation purposes, it would be inappropriate to subdivide zone 4 whilst 
national pay rates prevails which largely determine the costs faced by NHS employers throughout the zone. 


How many NHS staff in the qualified staff group are currently employed in zone 1. Is it correct that their wages 
costs are being compared with a sample of 700 technicians in the NES? 


It is correct that this staff group is being compared with a sample of 700. The standard error on a sample 
of this size is sufficiently low for this comparison to be acceptable. Data on the number of NHS staff to which 
this comparison applies is being obtained from one of our Statistics divisions, and again will be passed on 
once available. 





























"Zone +~—S DHAorCounty ~—Sé«S$ta ff Paty IInddex 
1 KCW 128.5 
2 Hillingdon 1273 
1 City and East London (exc C of London) 126.7 
] SE London 124.7 
1 Camden and Islington 120.4 
Z EHH 122.1 
3 Surrey 113.4 
2 Kingston and Richmond 113.6 
3 Berkshire 109.9 
Z Merton, Sutton and Wandsworth 113.9 
Z Croydon 108.5 
2 Brent and Harrow © 118.0 
3 Hertfordshire 107.0 
“| West Sussex 106.9 
3 Buckinghamshire 104.7 
2 Barking and Havering 109.8 
ee Barnet 110.0 
3 Kent 104.0 
3 Hampshire 102.8 
a Essex 102.7 
2 Bexley and Greenwich 107.2 
3 Oxfordshire 103.2 
4 Wiltshire 101.6 
4 Suffolk 100.5 
4 Avon 100.3 
YA New Rivers 114.5 
2 Redbridge and Waltham Forest 109.6 
3 Bedfordshire 98.3 
4 Cumbria 98.2 
4 Dorset 97.9 
4 Cheshire 97.5 
2 Bromley 107.2 
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Zone DHA or County Staff Pay Index 
4 Cambridgeshire 95.9 
4 Greater Manchester MC 96.0 

4 Gloucestershire 95.5 

4 Norfolk 93.4 

4 Lancashire 94.3 

4 Cleveland 94.0 
4 West Midlands MC 93.8 
4 Nottinghamshire 93.6 

a Northamptonshire 935 
4 Warwickshire 93.2 
4 Merseyside MC 92.5 

4 Leicestershire 92.2 

4 Somerset 91.3 

4 West Yorkshire MC 91.0 
4 Northumberland 87.3 
4 Tyne and Wear MC 90.4 

4 Lincolnshire 90.4 

4 Durham 89.7 

4 South Yorkshire MC 88.8 

4 Hereford and Worcester 93.4 
4 Humberside 88.7 
4 North Yorkshire 87.7 

3 Isle of Wight 97:2 

3 East Sussex 87.5 

4 Derbyshire 86.6 
4 Shropshire 91.6 

4 Devon 85.8 

4 Staffordshire 85.0 
4 Cornwall 88.8 

5 July 1995 


Written Answer received by Mr Hugh Bayley MP from the Secretary of State for Health [PE 15] 


Tuesday 20 December 1994, Vol. 251, col. 1153W 


WEIGHTED CAPITATION 


To ask the Secretary of State for Health, if she will place in the Library a paper explaining the data and 
calculations used to determine the weightings for each zone mentioned in Table 5 of the NHS Executive’s 
recent publication HCHS Revenue Resource Allocation Weighted Capitation Formula. 


MARKET Forces FACTOR—STAFF PAY ADJUSTMENT 
BACKGROUND 


1. One of the reasons why the cost of providing health services varies across the country is that there are 
substantial variations in local labour and property markets. Such variations should be reflected in resource 
allocation. The purpose of the market forces factor (MFF) adjustment in weighted capitation is to 
compensate DHAs for the effect on provider prices of unavoidable geographical variations in the cost of staff 
and other inputs required for the provision of hospital and community health services. This note addresses 
only the adjustment made for variations in labour costs. 
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2. Prior to the review of weighted capitation, there were three adjustments to compensate purchasers in 
the south-east for the higher cost of labour: London Weighting and Allowances, a Market Forces Factor (an 
adjustment over and above London Weighting to compensate for higher labour costs in the Thames regions), 
and Thames Additions. These adjustments have been replaced by an integrated approach. This note explains 


in detail the calculation of the staff pay uplifts (referred to on p14 of the HCHS Revenue Resources Allocation 
booklet, Table 5). 


PURPOSE OF THE STAFF PAY ADJUSTMENT 


3. As set in the HCHS Revenue Resource Allocation booklet, the staff MFF 
— reflects an environment of growing trust pay freedom and increasing use of contracted out services; 
— enables providers to move towards paying the market rate for all staff; 


— compensates all purchasers who use services within the higher pay zones. 


4. Medical and Dental staff are not yet subject to the same market pressures as other staff groups and so 
are not included in the staff pay adjustment. They do, however, receive London Weighting and a separate 
adjustment is made within the overall MFF calculation to reflect this. 


CALCULATION 


5. The staff pay adjustment is based on external comparator wage indices, for which the data were drawn 
from the New Earnings Survey (NES). Data on average gross weekly earnings of full time employees on adult 
rates and sample sizes based on local authority (LA) districts were supplied by the Employment Department 
for seven of the Standard Occupational Groups (SOCs) in the NES. The data were based on a combined 
sample taken over three years (1991-2-3). The SOCs were chosen to be comparable with NHS staff groups 
(see Annex 1). 


6. At such a level of disaggregation, the sample size in the NES is in some cases too small to give reliable 
earnings data. In such cases the average wage for the relevant district and SOC is assumed to be the same as 
the average for the pay zone (derivation of the pay zones is explained in Annex 2). 


7. Since LA district boundaries are not coterminous with those of health authorities, the next stage of the 
calculation is to relate the NES data to DHAs. The LA data for London Boroughs were simply aggregated 
to DHA level (the City of London borough was excluded at this stage, since the NES data for this borough 
are extreme and dominated by labour market conditions in the financial services sector which are not relevant 
for the purposes of the MFF calculation). The remaining NES data were kept at county level. Each county 
may include more than one DHA and so in effect each DHA is assigned the same earnings data as for the 
county in which it is located. For each of the occupational groups the mean weekly earnings data was then 
expressed as an index, the average for England being 100. For reference, the NES data is attached as Annex 3. 


8. For each zone, an average index for each of the occupational groups was calculated. As an example, the 
calculation of the zone 1 average for administrative and clerical staff (SOCs la+4a+4b in Annex 3) is 
presented below. This gives a value of 128.5. 


DHA ‘Sample (A) Index (B) A*B 

KCW 5,048 133.1 671,888.8 

City and E London 1,434 123.1 176,525.4 

SE London 1,904 121.2 230,764.8 

Camden and Islington 2,518 128.1 322,555.8 

Column Total 10,904 1,401,734.8 1,401,734.8/10,904 = 128.5 


9. The next step is to calculate an overall average for each pay zone. The index for each staff group is 
weighted by the proportion of NHS expenditure on staff spent on that group in 1991-92. The figures include 
an estimate of expenditure on contract staff as the shift to contracting out services has been an important 
trend, and contract staff are subject to the same external labour market pressures as NHS staff. Annex 4 


presents the figures. 


10. The weights can then be used to calculate the uplift for each zone. The following table explains the 
calculation of the uplift for zone 1. This gives a value of 125.0. The figures in column A are calculated for 
each staff group in the same way as the example above for administrative and clerical staff. The weights in 
column B are as calculated in Annex 4. 
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Occupational Group Index Weight A* 
(A) (B) B 

Administration and Clerical la+4a+4b 128.5 .189 24.29 
Qualified Nurses, Midwives, PAMS, P&T 3a 125.2 .5791 72.50 
Maintenance 5 120.2 .0197 2.37 
Unqualified Nurses and Ancillary Staff 6b bay For .1883 22.92 
Ambulance Staff (excluding administration) 8 120.6 .024 2.89 
Column Total 1 125.0 


Se ee ee 
| 11. The same method gives rise to the uplifts for the other zones as published in table 5 of the HCHS 


Revenue Resource Allocation booklet. 


ANNEX 1 


MATCHING OF NES STANDARD OCCUPATIONAL CLASSIFICATION TO NHS STAFF GROUPS 


NHS Staff Group Standard Occupational Classification Used 
Maintenance 5—Craft and related Occupation 
Admin and Clerical (inc managers) la—Corporate managers 


4a—Clerical occupations 
4b—Secretarial occupations 


Unqualified Nurses and ancillaries 6b—Personal service occupations 
Ambulance Staff 8b—Drivers and mobile machine operators 
Qualified nurses, midwives, PAMs and P&T 3a—Scientific technicians 





ANNEX 2 


DERIVATION OF PAY ZONES 


— 


. There are four pay zones: 
— London Zone 1 
— London Zone 2 
— Rest of South East England (Zone 3) 
— Rest of England (Zone 4) 
The attached list gives the DHAs in each pay zone. 


4. The zone boundaries are based on the Greater London and Rest of South East England standard 
economic regions. The old staff MFF adjustment, prior to the review of weighted capitation, had of course 
been assigned according to RHA boundaries, which are administrative regions and not necessarily 
representive of labour markets in any way. Greater London is then subdivided into two zones using cluster 
analysis, reflecting the extremely steep wage gradient in this region. 


3. Hierarchical cluster analysis was used as the basis for allocating London DHA’s to their respective 
zones. At DHA level, some of the NES data were not available because at such a level of disaggregation the 
sample size was two small to allow a mean value to be quoted with sufficient confidence. This implied that 
it was not possible to do the analysis on NES data for separate occupational groups without making some 
assumption about the values of the missing data. It was therefore decided to do the analysis on just one 
variable, the mean wage for all occupational groups in the NES. 


4. This analysis placed Hillingdon in zone 1. This was due to Hillingdon’s very high (and clearly 
anomalous) figure for unqualified nurses & ancilliaries and it was decided that Hillingdon should be 
reallocated to zone 2. 
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Pay Zones USED IN THE (MFF) ADJUSTMENT 


[ Continued 


The following table reflects DHAs with effect from 1 April 1994 (DHA mergers after that date are not 


included) 


DHA 


LONDON (ZONE 1) 

Camden and Islington 

East London and The City 
Kensington, Chelsea and Westminster 
South East London 

LONDON (ZONE 2) 

Barking and Havering 

Barnet 

Bexley and Greenwich 

Brent and Harrow 

Bromley 

Croydon 

Ealing, Hammersmith and Hounslow 
Hillingdon 

Kingston and Richmond 

Merton, Sutton and Wandsworth 
New Rivers 

Redbridge and Waltham Forest 
REST OF SOUTH EAST (ZONE 3) 
Bedfordshire 

Berkshire 

Buckinghamshire 

Chichester 

East Kent 

East Surrey 

East and North Hertfordshire 

East Sussex 

Isle of Wight 

Mid Surrey 

Mid Downs 

North and Mid Hampshire 

North West Surrey 

North Essex 

North West Hertfordshire 
Oxfordshire 

Portsmouth and South East Hampshire 
South West Hertfordshire 

South Essex 

South West Surrey 


Southampton and South West Hampshire 


Worthing 


DHA 


REST OF ENGLAND (ZONE 4) 


Barnsley 

Bolton 

Bradford 

Bristol and District 
Bury and Rochdale 
Cambridge 

Chester 

Cornwall and Isles of Scilly 
Coventry 

Doncaster 

Dorset 

Dudley 

East Norfolk 

East Lancashire 

East Riding 

Exeter and North Devon 
Gloucestershire 
Grimbsy and Scunthorpe 
Herefordshire 
Huntingdon 

Leeds 

Leicestershire 
Lincolnshire 

Liverpool 

Manchester 
Morecambe Bay 
Newcastle 

North Birmingham 
North Cheshire 

North Cumbria 

North Derbyshire 
North Durham 

North Nottingham 
North Staffordshire 
North Tyneside 
Northamptonshire 
North West Anglia 
North West Lancashire 
North Worcester 
North Yorkshire 


DHA 


Northumberland 
Nottingham 
Plymouth and Torbay 
Rotherham 

Salford and Trafford 
Sandwell 

Sefton 

Sheffield 

Shropshire 

Solihull 

Somerset 

South Birmingham 
South Derbyshire 
South Durham 
South Lancashire 
South of Tyne 
South Staffordshire 
South East Cheshire 
St. Helen’s and Knowsley 
Stockport 

Suffolk 

Sunderland 

Tees 

Wakefield 

Walsall 
Warkwickshire 

West Kent 

West Pennine 

West Yorkshire 
Wiltshire and Bath 
Wigan 

Wirral 
Wolverhampton 
Worcester and District 
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ANNEX 4 
DERIVATION OF THE STAFF GROUP WEIGHTS 

NHS Expenditure on Staff (1991-92) £000s Per cent 
A—Maintenance 206,974 1.97 
B—Administration and Clerical 1,983,014 18.90 
C—Undaualified Nurses and Ancillary 1,975,242 18.83 
D—Ambulance Staff (exc. Administration) 251,413 2.40 
E-—Qualified Nurses and Midwives 4,560,540 43.47 
F—Professional Technical (inc. PAMs) 1,515,011 14.44 

Total 10,492,194 
Staff Group Percentage of Weight 

Expenditure 

Administration and Clerical B 18.90 0.189 
Qualified Nurses, Midwives, PAMS, P&T E+F 57.91 0.5791 
Maintenance A 1.97 0.0197 
Unqualified Nurses and Ancillary Staff C 18.83 0.1883 
Ambulance Staff (excluding administration) D 2.40 0.024 





Examination of Witnesses 


Mr C Reeves, Director of Finance, National Health Service Executive, MR P GARLAND, Under Secretary, 
Mr M STANIFORTH, Assistant Secretary and Mr M Harris, Assistant Secretary, Finance and 
Performance Directorate, Department of Health, examined. 


Chairman 


198. Good morning, ladies and gentlemen. This is 
the third session of the Health Select Committee’s 
inquiry into public expenditure and resource 
allocation. It gives me the greatest pleasure to 
welcome representatives from the Department of 
Health: Mr Colin Reeves, who is Director of 
Finance, NHS Executive; Mr Peter Garland, Under 
Secretary, Finance and Performance Directorate; Mr 
Martin Staniforth, Assistant Secretary, Finance and 
Performance Directorate; Mr Malcolm Harris, 
Assistant Secretary, Finance and Performance 
Directorate and Mr Alan Barton, Under Secretary, 
Finance Division. You are all very welcome and we 
are looking forward to the answers you are going to 
be giving to the questions we shall be putting to you 
shortly. The questions are arising out of the 
Department of Health’s response to our annual 
public expenditure questionnaire* and a number of 
these questions will relate specifically to the matter of 
resource allocation on which we have already held 
two evidence-taking sessions. I am going to put the 
first question to you. It is planned to reduce HCHS 
capital expenditure by 4 per cent in real terms in 
1995-96. Why is this? Is there any link between these 
plans and attempts to extend the private finance 
initiative? Is there sufficient investment in HCHS? 

(Mr Reeves) Whilst talking about this it is 
probably best to refer to Table Al.1 and our 
responses to the questions. In actual fact if you look 
at the figures for 1995-96 in the far right-hand 
column, which is still 9 per cent more in real terms 


*to be published separately as HC 21 


than was spent in 1993-94, the figures I am 
comparing here are the 1995-96 plan of £1.806 billion 
compared with the 1993-94 outturn of £1.569 billion. 
What we are saying is that in actual fact the figures 
for 1995-96 are 9 per cent more in real terms than was 
spent in 1993-94 and that is the latest year for which 
we have a final outturn. It is fair to say that capital 
expenditure is probably more variable from year to 
year than revenue and unfortunately at this stage we 
do not have the final figures for 1994-95. However, 
we do expect it to be close to the 1993-94 level and if 
that proves to be the case there will be no year-on- 
year reduction in 1995-96. That is the current 
position. When we do have the 1994-95 actual 
outturn we will provide that to the Committee. In 
terms of the second part of your question, it is 
important to see a trend of capital expenditure over 
the previous years. It is not as smooth as revenue but 
the broad trend in the past has been an increase up to 
1992-93 with probably some levelling off 
subsequently. The reason for that is probably three- 
fold: first, the introduction of capital charges in 1991- 
92; second, the publication of the capital investment 
manual in June 1994 which actually set out a more 
rigorous approach to the approval of business cases; 
third, the private finance initiative. It is fair to say 
that those initiatives have led to better value for 
money but at the same time they have also resulted in 
a slippage in terms of capital expenditure. I do believe 
we are actually at the end of that period and if I could 
just think a little bit to the future and give you two 
pieces of information about the future as I see it in 
terms of capital expenditure. If you compare the 
fourth quarter of 1994-95 with the third quarter, we 
do in actual fact have 26 additional major schemes 
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commencing in that quarter. Second, another figure 
which might be interesting to the Committee is that 
we have 414 schemes totalling £3.3 billion of capital 
cost which are currently approved by the regional 
offices. I also believe there will be an increase in 
demand for capital in the future, partly through an 
acute rationalisation within the inner cities, partly 
through the development of primary community 
schemes and partly through the backlog of 
maintenance where the figure is £2.46 billion in 
December 1994. In terms of private finance, it is 
extremely important that we actually encourage 
private finance. The NHS Executive has gone out of 
its way to do so because we do believe this will be an 
extremely useful supplement to the capital cash 
allocation we receive from the Department of 
Health. Therefore, I am very strong on the fact that, 
first, I believe there will be an increasing demand for 
capital in the future and second, private finance has 
a very strong role to play in that. 


199. Has the Department of Health determined 
that the planned increase in HCHS expenditure in 
1995-96 is sufficient to compensate for demographic 
and technological changes? What is_ the 
Department’s estimate of the impact of these 
changes? 

(Mr Reeves) Possibly a little background on this is 
how we calculate demographic pressures on HCHS 
expenditure. They are estimated by looking at the 
percentage increase or decrease year on year of the 
population in broad age bands. We do the banding 
from 0 to 64 and then in single years from 65 and 
over.! These percentage changes in the population 
numbers are applied to the most recent expenditure 
figures by age of population. Therefore this gives us 
an estimate of the amount of HCHS expenditure 
required purely to cover demographic change. We do 
estimate that HCHS expenditure 1995-96 will need to 
grow by 0.6 per cent just to keep pace with changes 
in population size and structure. We believe that the 
increase in resources for 1995-96 covers this 
demographic pressure and _ provides for 
improvements in HCHS services. 


Mr Bayley 


200. First of all on the issue of capital. Looking at 
that line of figures you draw to our attention in Table 
A1.1, I notice that capital spending peaked in 1992 in 
an election year. Would you be able to give us the 
figures from 1980 so we can see whether that is just 
my suspicious mind at work or whether there is a 
capital cycle that seems to be tied into the electoral 
cycle? I guess it would be easy for us if it were at 
constant prices. The second issue is: given the 
Government’s commitment to the use of market 
forces on the revenue side of NHS expenditure, does 
the Government have any views about creating a real 
market in capital within the NHS or is the 
Government’s view that one should continue with 
what is essentially a system of central planning of 
capital expenditure? 

(Mr Reeves) My response to the first question is 
that I do not actually have the information on me on 
the capital expenditure going back to 1980 but I am 





\Note by Witness: The age bandings used are: birth, 0-4, 5-15, 
16-44, 45-64, single years from 65 to 89 and then 90+. 


very happy to provide that to the Committee at a 
later date. In terms of the second point, I entirely take 
Mr Bayley’s point about the approach we adopt in 
revenue being based on a formula approach and the 
possible concern expressed as to how we allocate 
capital which in the past has also been allocated to 
regions on a formula basis. Suffice it to say that this 
is something which has concerned me. I thought it 
important we investigate whether for the future it 
was important to have a centrally planned 
approached or, in the spirit of the reforms, we looked 
towards devolving the approach to capital. There are 
several reasons why I set up the capital working 
group, but this was one of them and it is chaired by 
Ms Meekings, the Regional Director of Finance for 
South West. Basically, it will be looking at two 
things: one, is to ensure the maintenance of existing 
capital stock, of the block allocations we give each 
year for that purpose and also to the figures in terms 
of reducing backlog maintenance. I have already 
talked about a figure of £2.4 billion going back to 
December 1994. I do consider it is important at this 
stage at least to consider the possibility of the 
national prioritisation of business cases so that good 
business cases are not disadvantaged by their 
geographical location. In other words, a good 
business case produced by a trust, which in the past 
has been in a losing region, should not be 
disadvantaged purely because of that reason. In my 
view, in terms of what the working group needs to 
consider—and there are pros and cons to this—one 
consideration would be that a trust, in producing a 
good business case, should not be disadvantaged by 
its geographical location in the country. If the 
working group comes up- with _ those 
recommendations I would then have to submit those 
to Ministers and that could well be the approach we 
would adopt in future years. There are pros and cons 
to the approach and there are several people who 
would like to see a continuation of what Mr Bayley 
has referred to as a centrally planned approach. 


201. On the question of revenue funding, I was 
interested to see you put a figure on the cost of an 
ageing population of 0.6 per cent. The last time the 
Health Select Committee got a figure on the cost of 
the ageing population was about ten years ago when 
the then Health Minister, Barney Hayhoe, made a 
statement to the then Health Committee—long 
before my time—that the NHS needed 2 per cent 
each year above inflation to keep pace with the needs: 
1 per cent of that he attributed to the cost of 
providing services for an increasing number of 
elderly people, 0.5 per cent he attributed to the cost 
of introducing new technologies and 0.5 per cent he 
attributed to the increasing demands of community 
care. I wonder whether you could explain to the 
Committee why the cost of ageing is now rather less 
in percentage terms? Is it because of the demographic 
change year on year? Is it because the pace of ageing 
is Slower now than it was 10 years ago or is there some 
other reason? Would you like to put a percentage 
figure on the additional cost each year faced by the 
National Health Service because of introducing new 
technologies and because of community care? 

(Mr Reeves) In dealing with all those three points, 
certainly there has been some work on developing 
community care and although I cannot put a 
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particular percentage on it at this stage, there 
certainly has been a strong initiative to develop 
community care following the Caring for People 
initiative over the past few years. The second point is 
the 0.5 per cent referred to in terms of technology and 
there has been a great deal of research done over the 
years. I can think of work being done by the King’s 
Fund, and by Barbara Stocking who is currently the 
Regional Director of Anglia and Oxford, to try to 
ascertain precisely what percentage should be put 
aside to respond to the increasing costs of medical 
advance. The figure of 0.5 per cent is the figure which 
is anecdotally quoted but the conclusions of most of 
the studies are that it is extremely difficult to put a 
percentage figure on medical advance. The third area 
possibly, certainly in terms of demography, is clearer 
on potential projections than the other two 
components. We do forecast figures of demographic 
change in the departmental report each year and an 
analysis over the previous year since 1983 will show 
that figure changes year on year. What I am 
suggesting is that for 1995-96 we do believe that 
figure will be 0.6 per cent. 


202. I am asked by our advisers just to clarify one 
point. Could I take you back to that Table A1.1 to 
the figures for capital? If you look at the forecast 
outturn for 1994-95 for total capital spending it is 
£2,044 million. How robust a forecast is that? Are 
you confident that the final outturn will be very close 
to that? Will you confirm that is in fact 4 per cent 
more in real terms than is stated as the planned total 
capital spending for the current year? 

(Mr Reeves) I was actually using a different set of 
figures when responding to your question, 
Chairman, but using the figures Mr Bayley has 
quoted, what I am suggesting is that the figure of 
£2.044 billion is purely a forecast outturn at this 
stage. We do not have the final accounts to 
substantiate that figure. We do believe at this stage 
that the figure is less than £2 billion and closer to the 
figure to the left, the figure of £1.782 billion in 1993- 
94. Therefore, if that is the situation, it changes the 
percentages in line G. In other words, the 12.5 per 
cent in the 1994-95 forecast outturn would diminish 
and at the same time the negative percentage figure in 
the 1995-96 plan of minus 4 per cent would reduce to 
a lesser figure and possibly a positive figure. 


203. I can see that. There is one final point. I 
presume that there was last year a plan that 
something of the order of £2 billion would be spent 
on capital and if you are telling me that your actual 
spending will be some £200 to £250 million less than 
was planned, what has gone wrong with £250 million 
worth of capital expenditure that it has not come on 
stream in the year that it was expected? Why should 
we believe that you will be spending £2 billion this 
year? Are there similarly going to be difficulties that 
in actual fact you spend substantially less than 
planned? 

(Mr Reeves) I do not in fact have the initial plan 
figures for 1994-95, so, though we can provide these 
to the Committee, I cannot unfortunately compare 
that with the forecast outturn figure here. What I can 
say is that capital spending is not as smooth a pattern 
as revenue and that is because of individual 
investment decisions being taken by trusts and the 
availability of income from asset sales which by its 


nature tends to be less smooth than patterns of 
revenue expenditure. I would reinforce the point 
again that the broad trend shows an increase up to 
1992-93 with some levelling off subsequently and that 
relates to the figures we believe will be shown for 
1993-94 and 1994-95. I do believe, and I have shown 
you two examples, that capital expenditure is on the 
increase and I believe the demand for capital in the 
future will increase as well. 


Alice Mahon 


204. Still on capital expenditure. Did you say that 
there are 20 additional major schemes commencing 
in the next quarter or the last quarter? 

(Mr Reeves) Between quarters three and four of 
1994-95. 


205. I shall declare an interest here. I have been 
waiting an awfully long time in my constituency for 
a new district general hospital to be built. I wonder 
whether you have lists of major schemes and starting 
dates into the future? Would it be possible for the 
Committee to have them? Is it possible to include in 
that whether the capital will be available dependent 
upon the sale of assets on an individual basis? Do you 
understand? Have I made that clear? Do they get the 
money if they sell something off first? 

(Mr Reeves) Yes, if a trust owns the asset and then 
sells that asset it is the beneficiary of the capital 
receipt as long as that receipt is used for health care. 
If it is surplus to requirements then it would not be 
retained by the trust. 


206. Let me refine it down to my individual case 
and give the example. The projected plan for the 
Calderdale Health Trust is to close a purpose-built 
psycho-geriatric hospital and a mental hospital, the 
two together. Could I get the information whether 
the capital they will receive for the new district 
general hospital is dependent upon the sale of this 
other hospital? Is that part of the plan? Could we 
have that information? 

(Mr Reeves) Yes, I can explain the process and that 
will help. The regional health authorities receive an 
allocation each year from the Department of Health 
called the capital planning total and from within that 
capital planning total it takes account of the 
requirements for both block expenditure and repair 
and maintenance and also discretionary investment 
for larger schemes. It determines those two areas 
between both DHAs and trusts. Obviously, with the 
increasing numbers of trusts, the majority of capital 
expenditure now is in relation to trusts. The 
important thing for your trust is to submit a business 
case to the regional office. 


207. Yes, they have done that. 

(Mr Reeves) If that business case is accepted as 
being of good quality and providing a rate of return 
of good health care for patients and has the support 
of purchasers, the regional office will approve that 
business case. It could well be, subject to what other 
business cases are being submitted within that region, 
that will have acceptance from the regional health 
authority for inclusion in its capital planning total 
and its capital programme. That is the actual process 
adopted in approving a bid for capital by a trust. 
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208. My dilemma is that I cannot find out whether 
included in this is the sale of this other one. We are 
told on the one hand that the district hospital will be 
built first, but we see in reality the other one is being 
closed down bit by bit. I cannot find out anywhere. I 
have the plan that they have submitted to region, it 
has been approved, but I still cannot find that out. 
Would it be possible for us to have the information 
on the projected large capital expenditure 
programmes for the next couple of years? There will 
not be so many, will there? You said 20 in this third 
or fourth quarter. 

(Mr Reeves) There is in the departmental report a 
published list of approved schemes. 


209. Do we have that? 
(Mr Reeves) I believe it is available and it is in the 
House of Commons Library. 


210. Could we have it? Do we have to go to the 
Library? 

(Mr Reeves) Yes, we can provide that information. 

Chairman: Could you? Thank you very much. We 
will have it then in our own secretariat. 


Mr Sims 


211. In response to the Chairman’s earlier 
questions you referred to any expenditure under the 
private finance initiative as complementary. Do I 
take it from that that none of the figures we have in 
front of us incorporate any implicit or explicit 
expenditure under the PFI, that the plans will 
proceed if nothing is forthcoming and that anything 
that is, is, as it were, the icing on the cake? 

(Mr Reeves) The figures in Table Al.1 refer to 
actual and forecast outturn figures for capital 
expenditure regardless of the source of funding.” 
Another question, which is BS, indicates, in terms of 
the position for 1994-95, what has been funded 
through private finance. 


212. What actually is being, as distinct from 
anticipated? 

(Mr Reeves) The figures in Table Al.1 show the 
actual figures up to 1994-95 which shows forecast 
outturn and then the 1995-96 plan. 


213. That is committed expenditure. 
(Mr Reeves) That is committed expenditure. 


Mr Whittingdale 


214. You mentioned the likely effect of 
demographic change on demand for health care 
resources in the next few years. As you know, over 
the course of the next 30 years there is going to be a 
very substantial change in the make-up of the 
population with a dramatic increase in the number of 
very elderly people. The Department of Social 
Security has done quite a lot of work in projecting 
what that means in terms of the future demand from 
the social security budget. Have you done any work 
on what that is going to mean for demand for health 
care resources? 





2Note by Witness: That is, they include spending financed from 
capital receipts as well as Government (net) expenditure on 
capital. Capital investment under the PFI is additional to 
these figures. 


(Mr Reeves) All I can say, in terms of the work we 
do to produce a model to try to project trends in NHS 
expenditure and particularly HCHS expenditure, is 
that we do take account of demography in terms of 
trying to project what our likely levels of expenditure 
will be in subsequent years. 


215. Even in the very toughest terms you have not 
yet produced any analysis of the effect, for instance, 
of a 125 per cent increase in the number of people 
aged over 85, in rough terms in terms of billions, of 
the likely future demand for health care resources? 

(Mr Reeves) To the best of my knowledge, we do 
not have that information. 


Mr Spring 


216. I should like to move on to the topic of GP 
fundholder budgets. In your written evidence you 
talked about the development of benchmarks which 
have certainly evolved since GP fundholder services 
came into being and extended to day cases, 
outpatients and prescribing. I should like to ask for 
more detail on how these benchmarks are used to 
agree fundholder budgets and when will benchmarks 
be in place across the full range of services covered by 
the scheme? As a corollary to that I should like also 
to ask whether any attempt has been made using 
these to evaluate the budgets of fundholders in 
previous years? I understand that when GP 
fundholder practices were set up the evaluations were 
based upon historical evidence of the use of services 
and also the equity of funding compared with non- 
fundholders. I understand the Department has been 
unable to provide any direct comparisons on budgets 
between fundholding and non-fundholding patients. 

(Mr Reeves) Could I deal with those questions in 
reverse order? The first question deals with equity 
between the fundholder and the non-fundholder. It is 
important to put into perspective the information 
that is available and certainly on prescribing 
allocations we do have information comparing 
fundholders and non-fundholders. I believe the 
Committee has that information, as they do have for 
the average budget per patient. The third point to 
make is that the staff element, which is a component 
again of the fundholder budget, is also very similar 
between fundholders and non-fundholders and some 
of the information on those returns enables us to 
analyse the comparative funding of fundholders and 
non-fundholders in that area. Mr Spring is right in 
terms of the fact that some exercises have been done 
in the past to try to compare the cost of fundholder 
services purchased on behalf of non-fundholders and 
I should declare an interest here because I was finance 
director of North West Thames Region when we 
undertook that study, although I have to say that 
there were no definitive conclusions reached from 
those studies. It is important and possibly Mr Spring 
is referring more importantly to the hospital services 
element which is a major part of the fundholders’ 
allocation. He quite rightly refers to the fact that 
historically we did—in years 1991-92 and 1992-93— 
set the budgets on the basis of cost of historical 
activity. We felt at the Department of Health that 
that raises two concerns. First, queries over the 
volume of data, whether we take provider data from 
the trusts or whether we use fundholder data and this 
begs the question about the quality of the data, the 
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differentiation between referrals and treatments and 
also within treatments, whether we need to think in 
terms of main or chargeable procedures. The other 
concern we had was over the prices and the strategy 
undertaken by trusts. In certain cases there is 
anecdotal evidence that some trusts raised their 
prices to fundholders in the belief that this would be 
likely to increase the fundholder budgets allocated by 
the regional health authority. It is fair to say other 
trusts took an alternative viewpoint on strategy and 
actually reduced their prices, which might be 
perceived as cross-subsidised by an increase in DHA 
prices. All in all the Department came to the view 
that it would be desirable if we could move away 
from an historical level of activity in determining 
fundholder budgets. I should have liked to have used 
the work of York University to develop what I would 
call a pure capitation approach, but unfortunately 
their work, which was extremely useful in 
determining the need for health care in terms of 
inpatient and day cases, in terms of acute care related 
both to emergency and elective case load and was not 
sufficiently strong in terms of a correlation when we 
removed emergency from the calculation. In other 
words the elective case load for acute inpatient day 
cases does not correlate well with need. Since 
obviously the majority of fundholders deal with 
elective surgery, unfortunately we felt it was not 
possible to use the work of York University in that 
area. We focused on the need to develop capitation 
benchmarks which we do believe were extremely 
useful and will be useful in the future. They were 
introduced in 1993-94 and they are of course based 
on the average use of hospital services. RHAs have 
been encouraged to compare their historical activity 
with capitation benchmarks, as adjusted for local 
circumstances obviously, such as the level of local 
morbidity or the prevalence of high cost specialties. 
Certainly the intention at the moment and in the 
future will be that benchmarks will progressively play 
a more important part in historical activity in 
determining budgets for GPs. In trying to advance 
capitation benchmarks, they were introduced in 
1993-94 where they related purely to inpatients and 
day cases. We have now extended benchmarks to 
embrace outpatients from 1995-96. We are currently 
working on developing benchmarks for community 
services though those benchmarks will only be 
available after 1996-97. 


217. Thank you very much for that comprehensive 
answer. Let me understand. You are basically saying 
that there is a limitation on what is available to you 
in terms of applying the capitation payment and this 
cannot, for the reasons you have enunciated, go into 
the area of non-elective surgery because it would not 
be a meaningful basis to examine this. Is that right? 

(Mr Reeves) I would not say it is not a meaningful 
basis; I should love to examine it but at the moment 
the amount of data we have and the statistical 
techniques limit the potential in terms of comparing a 
fundholder with a non-fundholder. Possibly I ought 
again in the future to raise the issue of healthcare 
resource groups and we actually have a system at the 
moment where we have costed healthcare resource 
groups which are used in contracting or helping the 
contracting process during 1995-96. The Department 
is doing a lot of work in trying to develop costed 


HRGs in terms of fundholder procedures and the 
intention will eventually be that fundholder 
procedures will be aggregated up to form HRGs. 
Then it will in relative terms be quite easy to compare 
the procedures undertaken and hence the costed 
implications of those procedures being treated; it will 
be possible to compare those between both 
fundholders and fundholders. A lot more work needs 
to be done in that area before we could definitively 
say that we could make a quick, clear comparison 
between relative budgets of fundholders and non- 
fundholders. 


Mr Congdon 


218. Can we turn to Table A1.3? Before I ask my 
main question could you just clarify for me why some 
of the figures in Table A1.3, particularly expenditure 
adjusted for changes in input unit costs and equally 
expenditure in real terms, why those figures seem to 
differ from the figures in Table A1.1? Second, why is 
it in July 1995 that 1993-94 figures are provisional? 

(Mr Reeves) Could I ask the Member to go back to 
Table A1.3.? I think the Member’s concern is when 
he does calculations of the percentage increases in 
Table Al.1 they are different from the conclusions 
reached percentagewise in Table A1.3. 


219. That is right. Should I be specific? 
(Mr Reeves) That would be helpful. 


220. Line G in Table A1.1 is change over previous 
years in real terms, which presumably is equivalent to 
expenditure in real terms in Table A1.3. For 1992-93 
line G is 5.5 whereas in A1.3 it is 6 per cent and for 
1993-94 G is 0.5 but 1.9 on A1.3. I raise it because 
whenever I look at NHS figures, whether it is there or 
elsewhere, different figures seem to be quoted all over 
the place. 

(Mr Reeves) The figures in Table Al.3 refer to 
HCHS cost weighted activity index based on the 
expenditure figures adjusted for changes in unit 
costs. The figures in Table Al.1 are a combination of 
both revenue and capital expenditure and therefore 
will differ from the figures in Table A1.3. 


221. Is that correct, because Al.1 talks about G 
being current and A1.3 talks about that being 
expenditure in real terms? I am not trying to make a 
major point of it but it is actually quite confusing to 
have different figures where the headings seem to be 
very, very similar. Second, I am bemused as to why 
the figures for 1993-94 should be provisional, 
particularly on expenditure terms. 

(Mr Reeves) We need to investigate that. I am 
happy to come back to the Committee with a note on 
that. I would reaffirm that we are very happy that 
those tables are correct. 

Mr Congdon: I look forward to a suitable 
explanation. 

Chairman: If you would let us have that 
information I should be grateful. 


Mr Congdon 


222. What about the point that they are 
provisional? I find that actually extraordinary. 

(Mr Garland) The provisional point relates to the 
deflators that we are using there. The problem in the 
latest year relates to trying to construct a deflator to 
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cover pay in the NHS where with the increase in local 
pay the old methodology of taking pay settlements 
and applying them to staff groups at national level is 
no longer robust. There are issues around getting an 
accurate measure of pay inflation in the NHS that 
need further investigation in relation to that year. 


223. [can understand that but with all due respect, 
I would accept that if the figures were for 1994-95, 
but for 1993-94 by the time you have worked out the 
actual figures frankly it is going to be irrelevant. I 
cannot see any commercial operation accepting in 
July 1995 figures which relate to the period ending 
March 1994 with the word “provisional”. 

(Mr Garland) 1 can only say that there were 
particular problems with deriving accurate figures 
from the returns that we got in these early years when 
we were coping with local pay and that we concluded 
that it was necessary to go back again to some of the 
individual trusts to investigate the apparent changes 
in paybill, investigate the staff numbers and the pay 
increases that were driving these figures. 


224. Can I go onto the substantive point I wanted 
to ask? The Department suggests that there has been 
an efficiency increase of the order of 14 per cent over 
the ten years since 1983-84. How does this compare 
with the sort of targets you set? How reliable are 
they? Perhaps equally importantly, to what extent 
are efficiency improvements or projected efficiency 
improvements taken into account in determining 
what increase there should be in real terms in NHS 
current expenditure? 

(Mr Garland) tf I may take the question first about 
how reliable those figures are and how much 
credence we place in them, the answer to that 
question has to be that this is the best available 
measure that we have. It is a broad brush measure 
and it would be wrong to imply that there were no 
improvements that one could make to it. There are 
areas in which the efficiency index we use might be 
improved and we have it in mind to look at ways of 
making it a more robust measure. For example, the 
measures in the non acute sectors in the community 
sector are based on contacts. There are plans to 
develop new contract minimum data sets in these 
areas which would help us to measure that activity 
more accurately and give us a more meaningful 
overall measure. Similarly, there are issues around 
the case mix in the NHS where all day cases and 
inpatients are grouped together to measure this and if 
the NHS is dealing with more dependent cases, more 
costly cases over the years, for example due to an 
ageing population requiring more complicated 
treatment, then that would not be picked up in this 
instance. There are areas where the index may under- 
measure the efficiency growth but there is a broad 
brush measure. We are reasonably content that it is 
as accurate as we can make it at this stage. In terms 
of whether the efficiency gain relates to our target, I 
think obviously any organisation is looking for more 
and more efficiency gain and the more the better. One 
could say that the gains over the last ten years 
compare very favourably with those in other health 
care systems if one looks at similar health care 
systems across the developed world. In most 
countries you are seeing rising unit costs so the 
performance of the NHS is very good when 
compared with similar systems. We have not set 


annual targets over the whole of that period. Where 
we have set targets in recent years it has been at 
purchaser level and based on a slightly different 
measure of efficiency, the purchaser efficiency index 
which is constructed in a slightly different way. In 
each of the years where we have set those targets, 
health authorities have met or exceeded them. In this 
most recent year we have moved away from setting 
blanket targets for health authorities to agreeing 
targets at local level, dependent on local conditions. 
There is no single target for a health authority this 
year. 


225. The Government is committed to increasing 
NHS expenditure in real terms year on year. If one 
looks at the figures in Table Al.1, there have been 
some pretty significant increases in real terms, 
particularly in the first three years of the 1990s. The 
difficulty of coming to any judgement as to what that 
means is on the one hand changes in unit costs, 
secondly, changes in cost mix, demographic factors 
as well, medical science and all of those. What would 
you Say is the best measure of the increases in activity 
that the NHS is providing? Is it the figure in A1.3, the 
cost weighted activity index, or is that not the best 
indicator of activity? 

(Mr Garland) It is the best aggregate measure of 
activity but I would not want to see this taken in 
isolation. Part of our approach to measuring these 
things is to do with developing other measures to put 
alongside the efficiency index and the cost weighted 
activity index to give us a more rounded feel for what 
is happening in the NHS. For example, the work that 
we are doing on developing measures of quality and 
outcome measures with the JCC and the professions 
is equally important. When one is looking at outputs 
from the Health Service, a simple measure of cost 
weighted activity needs to be set alongside these 
other measures. 


Mr Bayley 


226. Can we move on to the resource allocation 
formula? Quite a number of the witnesses that we 
have had before us to date in the inquiry have told us 
that they believe there is a strong case for weighting 
the community and administrative elements of a 
formula, the unweighted 24 per cent of hospital and 
community health services expenditure rather than 
using a weight of zero. In their recent paper two of 
the York economists say the use of no needs 
weighting for such a large block of services, which 
includes community and mental handicap services, 
can be challenged. Why does the Department think 
that a zero weighting is superior to any of the other 
possible alternatives, including of course the one that 
you have used for many years hitherto, the square 
root of the SMR, in respect of mental health services 
and community health services on the one hand and 
in respect of administration costs on the other? 

(Mr Reeves) It might be worthwhile putting in 
perspective how we have weighted expenditure in 
terms of need. I should like to make it clear to the 
Committee that we found the work of York 
University invaluable in relating need for inpatient 
care to statistically significant socio-economic 
factors. This only relates to 45 per cent of HCHS 
spending. We do believe, and this was our judgement, 
that a number of other areas of expenditure had need 
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weightings similar enough to those for acute or 
psychiatric inpatients to justify their use and this 
extended the proportion of needs weighted 
expenditure to 76 per cent. This leads us, with the 24 
per cent which Mr Bayley has referred to of HCHS 
expenditure which is currently unweighted for need, 
to the RHA/DHA administration which is a figure of 
8 per cent. I remain absolutely unconvinced that 
there is any statistical evidence or even intuitive 
grounds for attaching a needs weight to these cases. 
Could I deal then with the community health which 
covers 11 per cent of HCHS expenditure and learning 
disability which covers 5 per cent? It is fair to say that 
York have accepted at this stage it has not been 
possible to develop a model for either learning 
disabilities or community services and I have quotes 
from their report which confirms this. In respect of 
learning disability services, York tried and failed to 
develop a model since one third of electoral wards 
recorded no hospitalisation by this group and they 
did not even attempt to develop a model for 
community services. The important thing for the 
Committee and the views of the Department, maybe 
I could express a basic principle now, is that the 
Department of Health is committed to weighting for 
these community and learning disability services. 


227. Could you say a bit about the timescale as 
well? 

(Mr Reeves) We have work in hand to develop 
proper weightings based on statistical analysis. The 
only difference between the Department of Health 
and other organisations who have been questioned 
by the Committee is what do we do in the interim 
period before we can obtain improved statistical 
analysis for both learning disability and community 
services. It is fair to say that we do accept there is 
likely to be a needs gradient for these services. 
However, any index developed for these services is 
unlikely to be so similar to acute services as to justify 
using the acute index even as an interim measure. I 
know that York and others have suggested as an 
interim measure we should apply a weight to all 
services but I believe this is purely based on 
supposition as opposed to evidence. It is important I 
make it clear that the Department’s philosophy is 
based on three principles during this interim period. 
The first thing is that targets represent the direction 
of travel and not the ultimate destination. Second, it 
is better to understate the targets rather than 
overstate them. Third, very few DHAs are losing out 
just because their target might possibly be bigger. 
Possibly the best way to demonstrate this to the 
Committee is a rather simple analogy. This is 
hypothetical. Assume my salary is £10,000 and the 
scale maximum set by the formula is £15,000 which 
is reached each year by annual increments of £1,000, 
it is only actually when I reach the scale maximum 
that it is critical to me that the formula should really 
make the scale maximum £17,000. Is it not worse to 
tell me now that the scale maximum might rise to 
£17,000 and then come along at a later date and say, 
sorry, it should have been £16,000? That reflects the 
basic difference between the approach of the 
Department of Health and possibly some of the other 
witnesses who come before this Committee. It may be 
best to apply this analogy to the position of Central 


Manchester which is the highest over target DHA in 
the country in terms of the old formula and has been 
mentioned quite a bit in the latest York report. 


228. By saying it is the highest over target, do you 
mean the old formula increased its budget for 
community health services by the greatest amount? 

(Mr Reeves) I mean in terms of the formula which 
was in existence between 1991-92 and 1994-95 I 
believe Central Manchester is the highest over 
target DHA. 


229. It got the biggest boost under that formula; 
under zero weighting of course it has lost that boost. 

(Mr Reeves) In that situation it might be as well if 
I explained what I believe the position is in Central 
Manchester. 


230. Possibly also South West Surrey, which is the 
other extreme. 

(Mr Reeves) Exactly. I have the figures in front of 
me for central Manchester so I will use that example 
but exactly the same conclusions are reached 
reversely in the Surrey districts. First the point to 
make is that the new modified formula substantially 
reduces Central Manchester’s over target position in 
respect of need. The needs index actually increases 
from 123 to 132. The second point is that during the 
interim period, until an improved formula is 
developed for both community and learning 
disability services, we have two broad options. The 
first one is no weighting for need, in other words 
Central Manchester’s index remains unchanged at 
132. The second option is to weight for need, using, 
say, the acute index which is recommended by York 
University. Under this approach Central 
Manchester’s need index would increase from 132 to 
139. The third point I should like to make is that 
although there is likely to be some needs gradient for 
both community services and learning disability 
services, it is very unlikely to be the same as for acute 
inpatient care. In other words, the acute index is 
likely to be somewhere between 132 and 139 and in 
our view probably nearer to 132. Let us assume for 
the moment—and this again is hypothetical, I have 
no indications at this stage—the figure turned out to 
be 135, then the important conclusion is that the 
implications for central Manchester are that as a 
result of the introduction of the new modified 
formula the resource allocation decisions being made 
in the light of the capitation target changing from 123 
to 132 as opposed to an ultimate value of possibly 
135, would reflect the Department of Health 
approach. By contrast, under the York University 
approach the capitation target for need would 
change from 123 to 139 and then be reversed 
downwards to an ultimate value of possibly 135. I 
have to say I cannot see the benefit of adopting 
York’s approach. Either way the important point is 
that whatever approach we do adopt to actual 
resource redistribution, over the next couple of years 
or at least until we have actually produced an 
approach regarding community learning disability 
services the implications for Central Manchester are 
likely to be minimal and the same goes for the Surrey 
districts you have referred to. One should also bear 
in mind the final point is that Central Manchester is 
likely, according to York, to be the worst affected in 
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terms of resource redistribution. For the average 
DHA in England the effect is likely to be absolutely 
minimal in terms of resource redistribution. 


231. The consequence of what you are doing. You 
accept that it is likely that there is some correlation 
between social need and greater demand for 
community health services and mental handicap 
services but we do not know what the relationship is. 
If one provides a zero needs weighting at the 
moment, you understate the overall health need 
across 100 per cent of the HCHS budget in those 
areas of greater social deprivation and you are likely 
to overstate the health need in those areas of lesser 
social deprivation in Surrey for example. Your 
gradient between under provision and over provision 
will appear less steep than it should if you were able 
to weight need for care across the whole of the 
budget. Because the gradient is less steep, both the 
administrative and political pressure for the pace of 
change will be less great. Although one realises you 
have to change over a period of time, you cannot 
change in a single year because you disrupt services 
too much, it surely is right to move over a reasonably 
short period of time from where we are to a more 
equitable funding position. You talk about an 
interim position. Can you say a little bit about the 
period over which you would expect the Health 
Service to move from where it is now to as close an 
approximation to target as it will ever get, given that 
there will be fluctuations from year to year, and say 
a bit about the timetable for your further research 
about health needs in these unweighted areas? I have 
not put that very clearly but you know what I am 
saying. 

(Mr Reeves) I understand. All of us are very keen 
to do more research in the areas of community 
services and learning disability services with a view to 
providing the correct weighting for need based on 
actual data as opposed to supposition. Perhaps I can 
use community services as an example of the work we 
are doing. We are developing it in two areas. One is 
to look at local data sets and the other one is to look 
at national data. What we are currently doing at the 
Department of Health is looking at local data sets in 
various projects being undertaken round the 
country. There is one example currently being 
undertaken at the former Mersey RHA where there 
isa data set for community contacts by district nurses 
and health visitors which has been compiled by the 
former Mersey RHA. These data were extracted 
from the community data systems of three 
community trusts: North Mersey, Warrington and 
Southport. The information includes age, sex, post 
code, duration of contact, type of contact, source of 
referral, all of which will be extremely useful in 
helping to develop a need for community services. It 
is fair to say we are not saying at this stage the data 
set is typical or representative of the national picture 
but it is certainly a very useful starting point for our 
investigations. I also referred to the national position 
in terms of the development of contract minimum 
data sets for community services and they have now 
been piloted at eight test sites and there is likely to be 
a phased implementation from 1 October 1995 with 
one site in each region being identified as a lead site. 
Therefore we are hopeful that over a period of three 
to four years there will be a gradual discontinuation 


of the Koerner returns as collection on the clinical 
minimum data set commences. There are two areas 
both nationally and locally in terms of community 
services where we are attempting to obtain as much 
evidence as we can with a view to coming forward 
with some weightings for community services as soon 
as possible and I am sure that is something shared by 
the Committee and all the witnesses who have been 
in front of you. 


232. Has the Department of Health or the 
Executive set a timetable by which you will introduce 
a needs weighting for community health services and 
mental health services? 

(Mr Reeves) At this stage I cannot give any finite 
date for the completion of the work I have just 
referred to. 


233. The interim period is going to go on for three 
or four years at least. 

(Mr Reeves) I would hope the date would be before 
three or four years. I am hopeful that it will be a 
couple of years. 


234. However, in the interim period choosing a 
zero weight is as much taking a decision as choosing, 
say, the square root of the SMR. Why is zero in the 
interim better than some intermediate needs 
measure? 

(Mr Reeves) I hope my analogy of my salary and 
how it was projected to increase in the future and also 
the concern that would have been given to me if I had 
been led to believe it would increase to a greater 
extent than actually turned out to be the case, was a 
clear example of why I do not believe at this stage it 
would be right to attach a spurious weighting for 
community services and learning disabilities when we 
just do not have the evidence or the statistical 
techniques to provide a weighting. We have an 
extremely robust formula, two very powerful needs 
weightings in acute and psychiatric services, and it 
seems to me to be quite wrong to link those two 
powerful, very precise, sensitive weapons with some 
spurious assumptions about what we should do in 
the interim period in community and learning 
disability services. I have already indicated that I do 
believe, using the example of Central Manchester, 
that in terms of resource redistribution, which after 
allis the reason for having a capitation methodology, 
the effects on districts in England will be minimal. 


235. That assumes that the eventual weighting 
which will be given to community services will be less 
than the current acute needs weighting, which York 
itself has said is quite a mild weighting when 
compared to its psychiatric services weighting. You 
are making an assumption that the final position will 
be less redistributive than the York acute formula. 
On what basis are you making that assumption? 

(Mr Reeves) It might be worth looking at each of 
those individual components that make up learning 
disability and community services. I am very happy 
to go through each component that does make up the 
expenditure of those two groupings but the clear 
point in my view is that each of these components 
tends to be related to age, is certainly unrelated to 
standardised mortality ratios and, in my view and the 
view of the Department of Health, the needs gradient 
will be substantially less than that for acute services. 
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236. The question is: why? Your whole argument 
depends on the needs weighting for community 
services being relatively small and yet you say there 
is no information about what the needs weighting is; 
that is your argument for not using the acute 
weighting. I think you are trying to have it both ways: 
you are trying to say you accept that there is a needs 
gradient but you are not prepared to give any interim 
weighting, despite the fact that you have done for 
several years past, that you accept that a needs 
weighting is needed; you assume that it will be a 
relatively low needs weighting when the work is 
finally done and yet you provide no evidence to back 
up that assumption. 

(Mr Reeves) Perhaps I could make two points. I 
have indicated already that the new modified 
formula has two powerful, well justified, needs 
models for inpatient services. We ought to compare 
that and what progress we have made with the old 
capitation formula where Mr Bayley refers to using 
the square root of SMR or possibly 0.5 per cent 
which in actual fact differs from the findings of the 
RAWP review in 1988 which suggested that deaths 
and discharges were correlated with need to the effect 
of 0.44 per cent. These are proxies and in fact a 
judgement at this stage so I do believe we are 
concerned to advance the sensitivity of a formula and 
when I do have the information available I am very 
happy to respond in precisely weighting those 
community services and learning disability services 
for need. Until that comes I have to be convinced that 
any other change to the approach we adopted is 
correct and to date I have not been convinced. The 
only thing to do is actually to mention a couple of 
examples of community services to show why in my 
view it would be quite inappropriate at this stage to 
try to have a precise weighting for need. 


237. With respect, zero is not a narrow point. The 
Department of Health has taken a positive decision 
to move away from the weighting that you used to 
have, the square root of the SMR, to zero. Surely it 
is for you to explain the basis upon which you have 
made the change. You simply seem to be saying you 
do not have any data so you will use zero as a 
weighting. You have changed from a weighting that 
you used to have, for which you say there is some 
justification, although no detailed justification in 
terms of a correlation but you say a weighting is 
needed, you have moved from a weighting to no 
weighting without explaining any justification for 
doing so. You have taken a positive decision to apply 
zero as a weighting and it runs against all the 
arguments that you are making to this Committee 
that there is a needs gradient to community health 
services. 

(Mr Harris) For a start, the square root of SMR, 
which we used to use in the recently abandoned 
formula, was a departure in itself from the RAWP 
report and in the case of PLD where it did not give a 
need weight. The analytical work supporting the old 
weighted capitation formula was done for the 
RAWP review back in 1988 and, like the new York 
work, it was based entirely on inpatient analysis. 
They were going to add to that a needs weighting 
separately using the Jarman index. In the end it was 
decided not to proceed down that route and instead 
of using the SMR weighting that the analysis 


produced, which was 0.44, a judgement was made— 
and it was purely a judgement—to round that up to 
half an SMR and to apply it to all services. In 
applying it to all services it was recognising the very 
approximate nature of using SMR in the first place. 
We have moved on a lot from there. We now have a 
very powerful and specific needs index for inpatients 
which we have applied judgementally to a number of 
areas where there is strong evidence to believe the 
needs are very similar. When you have such a 
powerful needs instrument, which was based on 
analysis, and very precise analysis related to 
inpatients, you have really to turn the argument 
round the other way and we were thinking that we 
were going to be criticised from quite the opposite 
direction and if we had applied it to 100 per cent 
expenditure people would have turned round and 
asked how we could possibly justify applying a model 
based on inpatient analysis to chiropody and 
immunisation and things of this nature or to PLD 
where most epidemiologists appear to see there is no 
needs gradient over and above age. In fact we were 
assuming criticism from quite the opposite direction 
from which we were getting it. That is the argument 
that when we look at each of these services one by 
one, which we did, we found we had to back off a long 
way before we got to 100 per cent. Just to take PLD 
as the first example, the epidemiological evidence 
appears to show no strong needs gradient over and 
above age. The acute gradient does not appear to be 
appropriate at all and SMR does not seem to have 
any relationship whatsoever. When you get down to 
the CHS services if you look at them one by one, 
chiropody, family planning, immunisation, 
screening, community dental, each one you look at 
you ask yourself whether you can really justify 
applying an acute inpatient gradient to those 
services. It is the argument round the other way in 
our view. 


238. With respect, can you justify putting zero 
needs weighting on, shall we say community dental 
services when intuitively you would have thought 
there would be far more children needing community 
dental services in a poorer area? Why zero? It cannot 
be justified. It just cannot be justified, can it? 

(Mr Harris) No-one is trying to justify, as a proper 
measure of need, putting zero, no-one is trying to. We 
are looking for a proper measure of need. 


239. But you must have an interim which is your 
best guess if you do not have the data, your best 
estimate. 

(Mr Harris) There is no real need for it. No-one is 
being disadvantaged by not having one in the interim 
because very few health authorities are so near their 
target that their target bears any direct relationship 
to their allocation. 


Mr Congdon 


240. We are not off the formula. We have had a lot 
of evidence from witnesses and I understand the 
three components of the formula: the market forces, 
age cost and need. I had assumed before we started 
this inquiry that the age cost and the market forces 
would be the easy bits and the need would be the 
more difficult bit to determine. However, we had 
evidence last week from Dr Williams that questioned 
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the basis of the age cost profile and I should like to 
ask you for some clarification. He stated that the age 
cost profile—we all accept there are different costs for 
different age ranges—is based primarily on length of 
stay, in other words inpatient days. He put forward 
an hypothesis which said that the elderly often have 
longer stays in hospital where the average cost per 
day is therefore comparatively cheap,, whereas 
younger people often had short length stays where 
the average cost per day is large. Can I ask you very 
specifically the extent to which or otherwise the 
formula on age cost profile is robust enough to reflect 
that properly or does it not reflect that? 

(Mr Harris) In fact that was one of the major 
improvements our new age cost curve introduced. It 
separated treatment costs from hotel costs. It 
attached treatment costs to the episode and the hotel 
costs to the patient days to get over this very 
problem. I did read the evidence and I think the 
witness was possibly thinking back to the previous 
age cost curve rather than this one which is a major 
technical advance. 


241. Are you satisfied that your age cost profile is 
significantly more robust than the previous one and 
reasonably accurately, in the way that anything can 
only be reasonably accurate, reflects costs of treating 
people in the respective age ranges? 

(Mr Harris) Yes. 


242. Can I go on to a second aspect that also came 
up which could or could not be significant and that 
is that we know the weighting does give a very large 
weighting effectively to the age cost profile as 
opposed to the other aspects. We were told that if 
there was not the market forces factor applicable in 
London, London would be in an even worse 
situation in terms of position relative to target. Can 
you help me in respect of the way the age cost profile 
takes into account the fact that when people move 
from inner London in particular, as they often do, to 
the coast, it is often the fitter elderly who move and 
arguably, particularly if they are able to buy 
themselves a place in a nursing home or whatever— 
I know that is slightly in conflict with the fact they are 
fitter but the point is that they start off more 
healthy—the extent to which it is fair to treat them as 
part of the age cost side the same as the elderly 
population in inner London, the remaining ones? 

(Mr Reeves) Perhaps I should make the point 
about the capitation formula which is an amalgam of 
three elements each of which is determined 
individually in relative terms. The position of aDHA 
in terms of its target position is again an amalgam of 
each of its positions relative to other DHAs, first in 
respect of age cost, second, needs and third, market 
forces. It is very difficult intuitively to say that one 
component of the formula has a stronger bearing 
than another component: it does depend on the 
relative position of that DHA to other DHAs and 
each of the components that make up the formula. 
That is the first point. We do feel it is important to 
take account of the three components in determining 
the overall position of a DHA and certainly there are 
examples of DHAs who are receiving an extra 
addition per capita because they have a high 
proportion of elderly in their population who use 
hospitals and other services but, depending on their 
relative health, they in actual fact receive possibly less 


in relative terms because their population is healthy 
relative to other areas. It is impossible intuitively to 
say precisely what happens ina particular DHA until 
you know the relative position of each of those three 
components. 


243. I understand the point you are making and 
appreciate it fully but you publish an awful lot of 
information which shows distance from target; 
wonderful stuff. What is much more difficult for 
people to comprehend and understand, I put it to you 
quite bluntly, although of course the profile of the 
population in terms of age will have an impact, one 
of the staggering things that I—and this might be 18 
months out of date and I am sure the situation has 
not changed fundamentally and I do not raise it 
because it is my own area, I am raising it as a general 
point, I want to make that point—was very surprised 
to learn was that even given the situation as it was 18 
months ago with all the variations from target that 
still existed, Worthing at that point, which is hardly a 
deprived area but does have a fair elderly population, 
had a per capita expenditure on health which was 
greater than an area like Croydon which has some 
deprived parts, some not deprived parts. Intuitively, 
unless the elderly population is massive—and it is not 
massive—it does not somehow seem right and I am 
sure other people could give different examples. I just 
wondered the extent to which you have probed and 
analysed the impact of your formula in that way as 
opposed to this distance from target. 

(Mr Harris) We do publish figures which show the 
effect on targets of each of the components. If you are 
interested, just as an example of Worthing and 
Croydon, if you start at an index of 100 as being the 
crude population where obviously they get the same 
each, after you weight for age Worthing increases by 
22 per cent and Croydon declines to 96 per cent. That 
is based on the national average usage by age groups. 
The need then kicks in and should—we do it as far 
as we can—compensate for the relative healthiness, 
etcetera, which would be the other factor. When you 
do that Worthing drops from 122 to 114 but 
Croydon in fact does not increase because their 
needs, whether you think this is right or not, are not 
as large as you think they are and they go down to 93. 


244. Which is bizarre. 

(Mr Harris) Then we weight it for the market 
forces factor and because you are nearer London you 
go up again. 


245. That in a sense proves my concern about your 
formula. I do not know whether your formula is right 
or wrong and in one sense I am not concerned 
whether it is right or wrong. By always talking in 
terms of those targets I would just suggest to you that 
it would be useful to look much more closely at what 
the spending per capita is and then see how that 
relates to some of those other factors which you put 
into the formula. I would argue that the impression 
one gets from those sort of figures is that there is too 
much weighting to age. Intuitively it does not seem 
right that an area that is relatively affluent, albeit 
with a comparatively—and I would stress the word 
“comparatively” because I only think it is 
comparative—elderly population, ends up today, 
forget where it is from target, with a higher spending 
per capita on the Health Service than an area like 


132 


MINUTES OF EVIDENCE TAKEN BEFORE 





6 July 1995] 


Mr C Reeves, Mr P GARLAND, MR M STANIFORTH AND 
Mr M Harris 


[ Continued 





[Mr Congdon Cont] 
Croydon and I suspect if you did it for some of the 
other areas in London in comparison with the south 
coast the differences might well be greater. I just 
wonder what sort of work you have done on that side 
of it as opposed simply to the distance from target. 
(Mr Reeves) Perhaps if you say the distance from 
target is the difference between the districts’ weighted 
capitation position, weighted requirement per capita 
of population as opposed to its actual expenditure 
per capita, in other words distances from target 
reflect the difference between what a district receives 
now as opposed to what it should receive, what we 
are trying to do in our work at the Department of 
Health is actually to produce data which shows for 
each DHA in the country its capitation position, its 
distance from target, and the relative importance of 
the three major elements of age, need and market 
forces that make up that position. I have already 
indicated that it is impossible, because capitation is 
based on relative measure for each of the 
components individually, to say whether nationally 
age is a stronger component than need, is a stronger 
component than market forces. All we can say at the 
end of the day is nationally all three, because they are 
relative measures, come to zero. It is impossible to 
predetermine their position in any DHA: it depends 
on the individual circumstances of the DHA, 
population make-up, its requirements in terms of 
need and the cost of providing services within that 
area. 


_Mr Whittingdale 


246. We have spent a lot of time talking about the 
additional costs of those living in urban areas, 
particularly suffering from social deprivation. We 
have had evidence in previous sessions from 
authorities covering rural areas where perhaps the 
population is very sparsely distributed that that too 
might increase the costs but that does not appear to 
be taken account of in the formula. Is that something 
you are looking at? 

(Mr Reeves) Yes, we do have a concern as to 
whether the formula does take sufficient account of 
the extra need and cost of those living in rural areas. 
York did look at population density and the 
proportion of people living in urban areas and I 
believe other studies have actually looked at 
combined population density with numbers in 
agriculture. The indications from some of the other 
studies—and I used Scotland as an example here— 
suggest there is no evidence of the effect of rurality on 
hospital services. Some researchers have found that 
community hospitals have lower unit costs than large 
urban hospitals with high cost specialties. However, 
it is fair to say that rurality could have an effect on the 
cost of ambulances and community services which is 
a reflection of access rather than need and also in 
respect of ambulances because we do need to look at 
the speed of travel as well. I am convinced and have 
asked the resource allocation group to undertake 
further work on the effects of rurality, particularly in 
terms of ambulance services and community services. 


247. Our witnesses did suggest it was the cost of 
travel particularly for district nurses and ambulances 
which led to the costs rather than hospital costs. 

(Mr Reeves) That certainly seems to be the case. 


Mr Bayley 


248. We have heard arguments that the use of a 
market forces factor may produce anomalies at the 
boundary between zones and that it is a relatively 
crude and unproven tool. Can you tell us how you 
arrived at the current market forces factor and on 
what research this is based? Why did you not choose 
more zones than the four you have? Would a district- 
by-district adjustment be feasible and preferable? 

(Mr Reeves) The first thing to say is that everybody 
would agree that the purpose of the market forces 
factors as applied to staff is to recognise there are 
unavoidable geographical variations in the cost of 
providing health care: one pound in London buys 
less than one pound in Leeds. A major important 
principle was based on the fact that we decided to use 
external comparators in the private sector to avoid 
any perverse incentives such as trusts paying more to 
staff being reflected in increased purchasing power to 
a DHA referring to that trust. Therefore, in terms of 
external comparators we felt it was important to look 
at various groups which we felt would be fairly 
synonymous in terms of comparison with NHS 
groups. Looking at the five NHS categories of 
expenditure, which exclude, I should say, medical 
and dental services because we do not believe there is 
a need for an external comparator in that area, but in 
these other major areas of NHS expenditure, we 
found seven standard occupational groups from the 
private sector and used information from the 
national earnings survey to produce comparisons 
with the NHS categories of expenditure. 


249. Yesterday Mr _ Harris submitted a 
memorandum to the Committee with some further 
information about the way that the market forces 
factor works. You provided a very useful table 
setting out a staff pay index based on the pay of 
comparative occupations from the new earnings 
survey for each district health authority. It really has 
some quite extraordinary results. It shows for 
instance that Hillingdon Health Authority, which 
comes in zone 2, broadly the outer London zone, has 
higher staff costs than all but one of the authorities in 
zone 1. It shows that Surrey, in zone 3 has higher staff 
costs than six of the London authorities in zone 2. It 
shows that in zone 4, which of course has its target 
reduced to 93 per cent of what it would otherwise be 
because of a market forces factor, because it is 
assumed that wage costs are lower than the national 
average, there are in fact three zone 4 authorities that 
have higher than national average wage costs, 
Wiltshire, Suffolk and Avon. If you look at some of 
the zone 3 authorities, say the Isle of Wight where 
their wage costs are 87 per cent of the national 
average and East Sussex where they are 86.6 per cent 
of the national average, they, far from getting a 
reduction in their budget get an increase of 5 per cent 
more and yet there are 26—and I have not got to the 
bottom of the list—counties in zone 4 where their 
wage costs are higher than those particular zone 3 
authorities. How can you possibly justify a system 
where you are rewarding, where you are increasing 
the budgets of health authorities by 5 per cent, by 
millions of pounds, in areas where wages are 
substantially below the national average and you are 
reducing the budgets of other health authorities in 
zone 4 by 6.5 per cent in areas where they have wage 
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costs that are higher than the national average. This 
is not a market forces factor, it is a Home Counties 
fudge factor. 

(Mr Harris) You have to go back to the basics of 
this and you do not then get too hooked up on the 
content of the particular zones. The best way to think 
of the market forces factor is that we are trying to 
compensate health authorities in London and the 
South East for the higher costs, not to reflect wage 
rates across the whole country. At the moment, by 
and large health authorities pay national pay rates. 
Our zone 4—and next year we are re-presenting the 
information to make this clearer—should be 
regarded as 100 = national pay rates and the other 
zones, the higher zones, are areas where by and large 
they need to be compensated not because they are 
paying higher pay rates, other than London 
weighting and London allowances, but because they 
meet other costs such as inability to recruit, faster 
turnover, employment of agency staff and other 
inefficiencies which add to cost. That has always been 
the rationale for giving extra money to London and 
the South East. 


250. Your figures show not that it is a totally bogus 
rationale but that the place where you have drawn 
the lines bears no relation whatsoever to wage costs 
in those areas. 

(Mr Harris) The line has been drawn on the basis 
of standard economic regions. Any boundary you 
draw is going to have anomalies within it and it is the 
zone 3 boundary that we have most problem with 
because in the past we have had zones based on 
administrative boundaries, the old RHAs, because 
outside the Thames regions no-one got anything by 
and large. We have now based it on the standard 
economic regions, which seemed a reasonable 
starting point. 


251. But it is not reasonable according to these 
figures you have given us. You get East Sussex with 
wages of 14 per cent below the national average 
getting 5 per cent uplift in their money, 5 per cent 
above the national average in pay. That moves 
millions of pounds, perhaps tens of millions of 
pounds of NHS money into East Sussex on a totally 
bogus justification and at the expense of other 
authorities. Surrey is one according to this list, 
Hillingdon is another according to the list, Wiltshire, 
Suffolk, Avon, Beds, Cumbria, Dorset, Cheshire, 
Cambridge, Greater Manchester—I could go down 
the list—are all losing out under this formula. Surely 
you must match the uprating you give in relation to 
wage costs to the actual reality of wage costs in the 
areas. 

(Mr Reeves) If we had a system of devolved pay 
then certainly you would expect the market forces 
factor to reflect the external comparators along the 
lines you have suggested and that could be the logical 
consequence as and when devolved pay continues. 
As it currently stands at the moment, we are under a 
system where the majority of workers are on national 
pay rates. It is certainly important whilst we think of 
four pay zones, to reflect the market forces where we 
do believe there are implications for a local labour 
market. Quite clearly, in London and the South East, 
there are pressures on the labour market from grade 
drift, excessive overtime, use of agency staff. 
However, outside London and the South East the 


NHS is equally able to recruit and retain staff 
without incurring these additional payments, even 
though there might be differences in the private 
sector local labour market. 


252. With great respect, you cannot have it both 
ways. You cannot say on the one hand that there is a 
national pay structure and everybody is paid the 
same although there is a bit of grade drift in London 
and on the other hand that you are going to fund 
health authorities differently to the tune of tens of 
millions of pounds because there is a national 
gradient of what you have to pay to recruit staff. Is 
there a national wage structure, in which case your 
argument for this kind of market forces factor simply 
does not exist? Or is there a local gradient of what 
you have to pay according to the local labour market, 
in which case one should reflect it in a market forces 
factor but you do not reflect it in the one that you 
do have? 

(Mr Reeves) What I would say is that while we do 
have a pay structure which at this stage is 
predominantly based on national pay rates, we do 
believe there are examples, but only examples and 
they are more in areas and zones rather than 
individual sub-regional areas, where the NHS does 
have to respond to the labour market. It is my belief 
that only when we move to a system of totally 
devolved pay will it be necessary to consider local 
labour markets in ierms of the NHS, which might or 
might not then be comparable with local markets in 
the private sector. I do feel at this stage, although I 
do have to say that the resource allocation group 
have been looking at this and are currently working 
on various initiatives and I might flag up one which 
might be of importance to Mr Bayley, using the 
travel to work areas as the basis for the pay zone in 
the future. We do believe there is some work being 
done on that which could help in sensitising the 
formula even more. Another area we have looked at, 
because there have been some concerns about the 
relative weightings within the four zones. They are in 
some people’s minds quite steep, particularly 
between zone 3 and zone 4 and again we are giving 
consideration to those authorities on the borders of 
zone 3 and zone 4, whether there should somehow be 
some modification in the specific weightings 
applicable to zones 3 and 4. 


253. Can I draw your attention to the 
memorandum submitted yesterday and the second 
paragraph of your answer to my third question? Mr 
Harris says, “... it would be inappropriate to 
subdivide zone 4 whilst national pay rates prevail 
which largely determine the costs faced by NHS 
employers throughout the zone”. If that applies to 
zone 4 it applies to zone 3, to zone 2 and to zone | and 
across those zones. 

(Mr Harris) No, that is not really the point I am 
trying to make. If you are paying a nurse a national 
pay rate, regardless of that pay rate they would much 
prefer to work somewhere else other than London. 
That is the fact that we are trying to reflect, that there 
are in fact vacancies and staff turnover in London 
and the surrounding areas which you do not get in 
zone 4. Once you have got yourself to a zone where 
you do not have those problems, the differentials 
between them within that zone do not matter any 
more because you do not need more staff than your 
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full complement. The disbenefits do not kick in in 
zone 4, it is only in the inner London, outer London 
and the South East where you get the disbenefits 
which we are trying to compensate for. 


254. If what you say is true, that there is increased 
staff turnover and that you need to pay more money 
to counter those problems, then surely you must dig 
out the data and dig out some serious work which 
shows how much more money is needed to counter 
problems of staff turnover and base your market 
forces factor on that formula because you are saying 
that there is not a correlation between wage rates and 
the difficulties of recruitment. Clearly there is not 
when East Sussex gets 105 per cent of what it would 
otherwise get despite the fact that its wage costs are 
87 per cent of the national average. It is like the 
argument, if I may say so, on community health 
services. If you do not have good data, then why do 
you bring in a bogus formula which simply cannot be 
justified on any rational criterion? 

(Mr Reeves) | would disagree very vehemently 
with the word “bogus” but I do entirely agree with 
the fact that any formula is only as good as the 
statistical data which supports it which is the very 
reason why at this stage we have not introduced the 
weighting for community services and the very 
reason why we are, in the work of the resource 
allocation group, looking to improve and sensitise 
the market forces factor. 


255. One of the problems with the market forces 
factor is that you are comparing the wage rates of 
large numbers of NHS staff, nurses and midwives, a 
profession supplementary to medicine, professional 
and technical staff, with a very very small 
comparator group, scientific technicians. When you 
look district by district I guess the number of 
scientific technicians in the new earnings survey in 
Kensington, Chelsea and Westminster is probably 30 
or 40 and yet you are basing the wages of hundreds, 
possibly thousands of NHS staff on that comparator. 
Has the Department of Health thought of doing a 
deal with OPCS or commissioning from OPCS a 
larger sample of comparator, of scientific 
technicians, if we can use that as an example, to 
ensure that your comparative data is better able to 
support that element of market forces factor? 

(Mr Harris) If we were using this at a district level 
that would be absolutely true. At a zonal level we are 
assured by our Statisticians that the standard error is 
okay for use in this size of sample as a comparator. I 
am not a statistician and I cannot really get into a 
debate with you on that but I am assured that is the 
case. The Department of Employment provide the 
new earnings survey and they are probably down to 
as disaggregated a level as it is, but we are using their 
sample which they get for other purposes, it is not a 
bespoke exercise just for us. The size of their samples 
are such that the more you disaggregate the more 
problems you get with them. I would point out that 
we are ourselves not entirely happy with this and we 
are looking at other alternative ways of doing it, 
including, as this is a fairly major element of the 
formula and one that has the least external input to 
it, we would rather like to look at it and get some 
external experts involved in the process at the same 
time. 


Mr Sims 


256. Referring you to Section B4 of the 
questionnaire where you quote a figure of £200 
million as being the savings in health service 
management costs arising out of the reduction of 
traditional RHAs and the creation of eight regional 
outposts, could you tell us how those figures were 
calculated? Has account been taken of the costs of 
regional functions being shifted elsewhere? 

(Mr Reeves) Yes, we have produced some figures 
in reply to question B4 on the savings achieved to 
date in the regional health authorities and projected 
up to the year 1997-98. The figure of approximately 
£100 million reflects a combination of what has 
actually been achieved and verified with individual 
regional health authorities. It also takes account of 
what is anticipated to be achieved in subsequent 
years. We do feel that our projections will be quite 
precise because we have arrangements with the 
regional offices where we have quotas for their 
number of staff per region. Per region it is 135 whole- 
time equivalent staff; the figures are slightly higher 
for the two London regions because they now 
embrace responsibilities previously undertaken by 
the London Implementation Group. It is quite easy 
to ascertain the savings that have been made in the 
past and will be made in the future in those numbers. 


257. Are these gross savings or net savings? Do 
they take into account other costs? 

(Mr Reeves) That is a good point. We believe these 
are genuine savings. We are not counting spending 
on functions which have been devolved to district 
health authorities. 


Mr Congdon 


258. Could I turn to the service increment for 
teaching and research? What effects do you expect to 
result from the shift in allocation of the “research” 
element of SIFTR to a single stream? Do you expect 
significant shifts in funds from one part of the 
country to another? 

(Mr Reeves) I really would say that it is impossible 
to give a definitive answer at this stage. Certainly 
what the Department of Health has tried to do is to 
work out firstly precisely the money in the short term 
which should be allocated to both teaching and 
research, fitting in with the old SIFTR formula and 
increases in allocations under that formula have been 
given both in 1995-96 and 1996-97. What I would say 
at this stage is that the important part of the process, 
and this has been agreed now by both the 
implementation of the recommendations of the 
Culyer task force which were approved on 11 April 
1995 and also the recommendations of the working 
group on SIFT which are out for consultation now 
until 28 July. Both of those have set up processes 
whereby we shall move from a top down supply-led 
approach to a bottom-up demand-led approach 
which in fact will be based on the purchaser levies 
which will come into being from 1 April 1996. Both 
the working group on SIFT and the Culyer task force 
recommended a similar approach whereby there 
should be a qualitative assessment of the facilities 
being provided respectively for teaching and research 
and the working group on SIFT also gave 
consideration to clinical assessments and placements 
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as well. The important process now is to ensure—and 
I can say this as the Finance Director of the NHS 
Executive—that whilst these qualitative assessments 
are going on of the level of quality of research and 
teaching being undertaken at specific institutions, we 
need also to undertake a costed methodology to 
support those qualitative assessments. Over the next 
couple of years we will be undertaking work in that 
area. I have set up a working group under David 
Pace, the Regional Director of Finance for South 
Thames, with a view to helping to undertake a 
bottom-up costed qualitative assessment of both 
teaching and research via the purchaser levy. 


Mr Sims 


259. Could I turn to section C on activity and the 
tables at C1 which seem to suggest that although the 
proportion of emergencies has fallen slightly, the 
actual number of emergency admissions has 
increased in the last few years by over half a million; 
that is from 1988-89 to the present. This is in 
accordance with information we have had in other 
inquiries we have been making. Can you tell us what 
progress you have been able to make in 
understanding why there have been these increases in 
emergency admissions? Can anything be done about 
this? Do you have any information to explain 
regional variations such as between North West 
and Mersey? 

(Mr Staniforth) There has been a real increase in 
the number of emergency admissions. That has been 
a factor at least since 1981; there has been an increase 
in emergency admissions and it is not just something 
which is a new feature of the NHS. We have done 
work ourselves, as have other organisations, on 
trying to understand what is lying behind the increase 
in recent years. It is fair to say that no single factor 
seems to be emerging as the cause for the increase in 
emergency admissions. All the studies that we have 
seen, both by ourselves, by other organisations, by 
local health authorities, suggest the causes are 
multifactorial, that they do not affect all hospitals in 
the same way at the same time. I noticed recently that 
the Trust Federation were saying in the study they 
had been undertaking that as many hospitals were 
showing in the period they looked at decreases in 
emergency activities as were showing increases. 
There is clearly a wide variation in patterns. What is 
needed is less national analysis than looking locally 
at the factors which are driving changes in emergency 
admissions. We ourselves are sponsoring five 
demonstration sites in looking in more detail at 
contracting for emergency admissions and we are 
hoping to produce some guidance drawing on that 
work later this year and also to put out into the 
service the outcome of the, Iam afraid in many ways, 
inconclusive work which has been done by ourselves 
and other organisations. As far as geographical 
variations are concerned, I suspect that there is a lot 
to do with different needs and patterns of care and 
different factors locally rather than any single 
explanation which would explain what is going on in 
the North West as opposed to what is going on in 
South Thames. 


260. In the course of our ambulance inquiry we 
have found some cultural differences; in some areas 
people are more inclined to turn to their hospital for 
emergencies than perhaps to a local GP or clinic. 
Possibly this is one of the factors. 

(Mr Staniforth) That is possibly one factor. There 
is a range of factors and they need to be studied 
ee and individually rather than at an aggregate 
evel. 


261. Is your Department trying to initiate or 
encourage such? 

(Mr Staniforth) We have been working with the 
National Association of Health Authorities and 
Trusts and the Trust Federation and the medical 
Royal Colleges and drawing together the work which 
is going on. We have initiated the five demonstration 
sites and I hope we will be putting out material based 
on this work later this year. 


Mr Congdon 


262. Looking at those figures in fact the bulk of the 
increase in emergencies from just under 3.5 million to 
3.8 million occurred from 1991-92 to 1993-94, which 
was also a time at which there was a rapid increase in 
the total number of admissions. When someone goes 
into hospital and has an operation and gets 
discharged and then within a few days ends up being 
re-admitted, often as an emergency when something 
has gone wrong, does that actually get classified as an 
emergency? 

(Mr Staniforth) It would depend on _ the 
circumstances. If it would be helpful, we could send 
a note on that point because we have some fairly clear 
guidance on what is classified as an emergency 
admission. 


263. It would be helpful because there certainly is 
some anecdotal evidence that with the drive to 
understanding the reduced length of stay, there can 
be a danger that some people, a small percentage, 
actually end up being re-admitted. Can I turn to the 
issue of the ratio of finished consultant episodes to 
hospital spells, where there seem to be various 
variations, and Cl, paragraph 5? There are these 
variations. Have you done any work on which trusts 
are significantly out of line with the performance, if I 
can use that term, in their particular region? 

(Mr Staniforth) We have looked at the range 
within individual regions and have drawn this to the 
attention of the relevant regional offices. Most fall 
within a reasonable range of tolerance and there is a 
relatively small number of trusts which seem to be 
outliers. We have done some further work in 
investigating some of those outliers. The 
explanations which have been offered to us usually 
reflect the particular characteristics of that unit and 
are showing that the pattern is stable from year to 
year rather than that there is a very significant 
increase year on year in that particular unit’s ratio 
which would suggest that there may be particular 
circumstances in the unit which affect the ratio rather 
than anything else. 


264. Are you able to give us any indication of any 
hospitals in London where the situation is 
particularly bad, where the FCE ratio to hospital 
spells is very high? 
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(Mr Staniforth) Our supplementary note on this 
point identified five trusts which had significantly 
higher than the average figures: St Helier, Royal 
Liverpool, South East Kent, Newham and Ipswich 
being the five we were concentrating on which had a 
sufficient number of finished consultant episodes to 
make the comparison valid. 


Mr Whittingdale 


265. What is your attitude to hospitals which are 
out of line? My colleague, Mr Congdon used the 
word “bad” but is it bad? You could argue that it is 
perhaps rather a good thing that you deal with 
several things all in one admission. 

(Mr Staniforth) 1 do not think we would see it as 
bad. We do not have a view that there is a right 
number or a wrong number. There will be a number 
of reasons why the FCE:spell ratio will be above one. 
Obviously emergency admissions who may be 
admitted in from the admissions ward and then 
transferred to the care of a specialist consultant and 
possibly then to other specialists within the same 
period in hospital will be getting a good service and 
good quality treatment. Increasing numbers of 
elderly people coming into hospital are requiring 
multiple specialist care. It is not necessarily bad. The 
question is to understand why in a particular unit 
that particular ratio is pertaining and to establish 
whether that is a constant picture or a blip and if it is 
a blip to try to understand what is going on rather 
than tar people with a brush that they were bad 
performers. 


Mr Congdon 


266. I want to press you on that because the 
allegation has been that finished consultant episodes 
can be inflated by the revolving door syndrome and 
also being passed from one consultant to another. If 
you had hospitals that were way out from the average 
there is bound to be a ratio between these but how do 
you answer that charge? The charge has been made 
that the activity figures for the NHS are being 
artificially inflated by using finished consultant 
episodes which is a concept that is open to 
manipulation. 

(Mr Staniforth) To take the second point first, the 
figures for growth, whether you look at spells or 
finished consultant episodes over the last few years, 
come rounded to about 18 per cent on both measures 
so there is no evidence that finished consultant 
episodes are inflating NHS growth. On the former 
point, I think it would be quite difficult to manipulate 
the figures up because you would have to have the 
agreement of all of your consultants that every time 
somebody did something different it would count as 
a new consultant episode. I do not think that would 
be something the medical profession themselves 
would necessarily be happy to see. 


Mr Whittingdale 


267. In Table Cl.1 your data shows the level of 
activity in the Thames regions to be falling in 
absolute terms, yet the treatment rates for finished 
consultant episodes per patient are the lowest in the 


country. Does this suggest that the residents of these 
regions are not getting an adequate share of NHS 
resources? 

(Mr Reeves) | think Mr Whittingdale is right, 
certainly in North West Thames and North East 
Thames in acute activity over the period 1988-89 to 
1993-94, but in other areas of care programmes, such 
as geriatric, maternity and well babies, that does not 
necessarily seem to be the situation. 


268. Can we refer you to another table? I am 
having difficulty finding a fall on C1.1. Can we turn 
to C1.5? If we look at the percentage change in 
relation to the Thames’ regions at the bottom, 
certainly in North East Thames quite a dramatic 
drop has taken place. 

(Mr Staniforth) At least in part this will reflect the 
fact that the resource allocation formula changes 
have been impacting on the Thames regions. Clearly 
there are different patterns in the different regions. 
North West Thames over the last year, 1992-93 to 
1993-94, has shown a marked increase in activity. 

(Mr Garland) One of the things that comes out of 
this table is that it is very sensitive to the ratio you 
use. There have been wobbles in the figures in 
previous years and depending on where you take 
your starting point you will get a different pattern. 


Mr Congdon 


269. One of the things I have to say about the mass 
of information you provide in your department 
survey—in fact I would be charitable to call it 
information; I would almost call it data—is that it 
seems to me important data gets lost in this mass of 
stuff you provide. Looking in Table C1.5, we are 
talking about finished consultant episodes per 10,000 
resident population, right? Regions are pretty large 
areas, you would expect the characteristics not to be 
massively different and for all we have heard about 
the Thames areas and about redistributing money 
around the country, we look at North West Thames 
and forget the change over the years, North West 
Thames is 976 in 1993-94 as opposed to an England 
average of 1,262 and Northern is 1,415. What work 
has been done to understand why there should be 
these differences which seem to me as a non- 
statistician quite significant? 

(Mr Staniforth) There are two points to make here. 
One is that Table C1.5 looks only at ordinary 
admissions and does not take account of the changes 
into day cases where the Thames regions have shown 
significant increases, at least over the level of the 
national average, from Table C1.6. The second is 
that it is an area where work needs to be done to 
understand what is going on here. There are 
reflections of need for health care which will affect the 
amount of activity which goes on in particular 
regions even at that aggregate level. 


270. Which table would you draw our attention to 
that is the equivalent of C1.5, so it is per 10,000 
resident population, because anything else is a bit 
misleading, that does encompass all those figures? 
Table C1.6 does not seem to. 

(Mr Staniforth) Table C1.7 deals with day cases 
alone. 


271. North West Thames is still a lot lower than 
Northern. 
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(Mr Reeves) Could I refer the Committee to Table 
C1.8 which is the combination of the number of 
ordinary admissions and day cases. 


272. It is not per 10,000. Do you have one per 
10,000? 
(Mr Garland) No, not here. 


273. Could you provide us with a table? 

(Mr Reeves) Yes, that would be useful because that 
would then create a comparator table for C1.5. 

Chairman: We should be grateful if you would do 
that for us, please. 

Mr Congdon: It would be very, very helpful. 


Mr Bayley 


274. On this general issue of variation of activity 
rates between regions, you mentioned that it may be 
due to the fact that health needs are greater, 
morbidity is greater in the North West, Mersey, the 
Northern Regions, Yorkshire Region to some extent, 
than in the rest of the country. Do you think it also 
reflects the fact of inappropriate treatment? You will 
remember in our priority setting report we estimated 
that perhaps 5 per cent of surgery on the NHS was 
surgery which produced no clinical benefit to the 
patient. Is this because of much higher rates of 
tonsillectomies or similar procedures in the North? 

(Mr Staniforth) | am afraid I do not have any 
information on that point as to whether there is a 
marked variation in those rates between regions. 


275. There is clearly a marked variation in 
something, is there not? 
(Mr Staniforth) Yes. 


Mr Sims 


276. Could I turn to section D and the plethora of 
information you have given us on The Health of the 
Nation and the extent to which targets are or are not 
being met? Before I refer to one of those in particular, 
could I ask what action you are taking to reduce the 
delays in the production of data indicating progress 
towards the targets. I refer to your annex DIA where 
you give information under various headings but 
some of it appears to be based on figures as long ago 
as 1989 and the most recent appear to be 1993. 

(Mr Reeves) Yes, that is absolutely correct. If one 
were to analyse annex DIA in individual targets 
some of those targets are taken from data over a 
period of years. All I can say at this stage is that we do 
put great stress on The Health of the Nation primary 
targets and the intention is to ensure that we have as 
much available updated information as we can but 
appreciate at this stage that a lot of these targets are 
new and the data historically has not been good in 
these areas. 


277. Are you satisfied that you are now getting 
access to this information as soon as you can and 
collating it so that you can draw conclusions from it? 

(Mr Reeves) Certainly I would say that we are 
putting great stress and importance on trying to get 
the most available data and also on the quality of that 
data. Perhaps I could make reference to the NHS 
Health Outcomes Unit who have done a lot of work 
in this area in working out what data is required and 


then ensuring the systems are in place to respond in 
terms of achieving both good quality data and up-to- 
date information. 


278. Referring then to some of the targets, 
particularly those where we appear to be rather 
behind target, can you tell us when you expect the 
target for teenage smoking to be achieved? Do you 
believe the targets for obesity and suicides will in fact 
be met or were they too ambitious? 

(Mr Reeves) Could I deal with teenage smoking 
first? Perhaps I should start by laying emphasis on 
the fact that we have done a lot to try to reduce 
teenage smoking, a whole variety of measures 
including increasing the prices of tobacco products, 
health promotion both at schools and with parents 
and also work to reduce illegal sales and ensure 
effective controls on tobacco advertising. Having 
said all of that, we are slightly disappointed by the 
latest figures on teenage smoking levels. I believe we 
do recognise that it is unlikely that teenage smoking 
levels will show a sufficient decrease to meet the 1994 
target. It is fair to say the lack of progress in reducing 
teenage smoking shown in the 1993 survey of 
smoking among secondary school children was 
disappointing, particularly when you compare that 
with the reductions in adult smoking rates. We will 
continue to implement our strategy specifically 
aimed at reducing smoking amongst teenagers. 


279. You are not therefore able to say when the 
targets will be met, are you? 

(Mr Reeves) All I can say at this stage is that the 
Government remains committed to this objective 
and we will certainly keep under review the need for 
further action to achieve it. I am afraid I cannot 
comment on when we think that target will be 
achieved. 


280. Perhaps there are certain aspects of policy 
which we might like to put to Ministers rather than 
yourself. What about obesity and suicides. Do you 
think they are going to be met or were they too 
ambitious? 

(Mr Reeves) Certainly the long-term trend in 
suicides generally is down although there are certain 
concerns in certain target groups which represent a 
particular challenge. There are certain high risk 
occupations where Ministers have actually had 
discussions with leaders of those professional groups 
with a view to trying to reduce the levels of suicide. 
All I can say at this stage again is that we do believe 
we are making progress with our mental illness public 
information strategy; mental illness is one area where 
there is a prevalence of suicide. We have also 
commissioned the University of Oxford to undertake 
a specific analysis of individual suicides in high risk 
groups. That, combined with other mental illness 
measures, and here I refer to the care programme 
approach, the supervision register for those who are 
most at risk, and an inquiry which has been taking 
place into mental illness suicides since June 1993 and 
our focus on increasing resources for medium secure 
accommodation, all of which will play a part in the 
future in reducing suicide in mental illness, and also 
therefore in terms of the overall suicide rates of which 
mental illness is a high percentage. Obesity was the 
final point Mr Sims raised and again we have made a 
great deal of progress. I would really flag up two 
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areas where progress has been made. First, the 
nutrition task force, who actually recently published 
an Eat Well programme in an attempt to try to 
reduce obesity and also conjoined with the work of 
the physical activity task force a paper was recently 
produced in May called More People More Active 
More Often. The combined effect of both these task 
forces should do a great deal in trying to achieve our 
targets to reduce obesity. 


Mr Bayley 


281. You will recall that two years ago this 
Committee published a report urging the Secretary 
of State to ban tobacco advertising and at the time 
the Secretary of State felt that other measures such as 
price would be a better approach. Is the Department 
still conducting research into the link between 
tobacco advertising and tobacco consumption 
amongst teenagers or has it simply made this a no-go 
area for research because it does not want to discover 
the findings of the research? 

(Mr Reeves) I am not aware of any research into 
the relationship between advertising and smoking in 
teenagers which is what Mr Bayley refers to. I can 
certainly refer to other areas where I do believe the 
Department have done some work and particularly 
in ensuring illegal sales of tobacco to under-sixteen 
year olds which have been tackled through the 
Children and Young Persons Act, which certainly 
shows in the statistics and the evidence that between 
August 1993 and July 1994 95 per cent of authorities 
carried out an enforcement programme to prevent 
illegal sales. I am happy that there is evidence there 
of the Department’s strategy working. I have to say 
I do not know at this stage whether any substantive 
evidence has been produced on the effect of 
advertising on teenage smoking. 


Chairman 


282. Does the Department anticipate that the rate 
of increase in the drugs budget will continue to fall? 
What further action has been taken to promote 
rational and effective prescribing among non- 
fundholders, for example by expansion of the 
prescribing incentives schemes? 

(Mr Garland) The provisional figures for last year 
show a further drop in the rate of growth in the drugs 
bill down to around 9 per cent from 11 per cent the 
previous year. That compares with something like 14 
per cent the year before that. We are optimistic that 
this trend can be maintained. In terms of the 
measures that we have been taking to promote this, 
it is very encouraging that the level of generic 
prescribing has gone up in the last quarter for which 
figures are available to something like 54 per cent, 
which is a very significant increase over the last 
couple of years. Policies in that direction appear to be 
working well. That reflects not just the success of the 
incentive schemes for non-fundholders but the 
further progress that is being made by fundholders 
and 40 per cent of the FHS drugs bill will come within 
the control of fundholders this year. It is a 
combination of those things, coupled with the further 
efforts we are making on the information front, 
providing more information to GPs with IT, 


computer aided prescribing schemes that we are 
piloting and better use of pharmaceutical and 
medical advisers. 


283. Could you please tell the Committee what is 
the current state of thinking on the proposal for a 
National Prescribing List put forward in the 
Committee’s report on the NHS drugs budget? 

(Mr Garland) In our response to the Committee we 
made the point that this was something that would be 
taken into account in the review of the 
pharmaceutical price regulation scheme which is due 
to take place in 1998. That remains the position. 


Mr Sims 


284. In section DS you are giving us some of the 
performance standards against the Patient’s Charter 
which are generally rather encouraging. One of the 
black spots is that there has been an increase in the 
number of patients not seen within one month of a 
cancelled operation. The implications of that are self- 
evident and we unfortunately have cases of this in our 
post bags. What do you think might be the reasons 
for this and what action can the Department take to 
reverse this trend? 

(Mr Garland) The figures for this latest year are not 
directly comparable with those for earlier years since 
from 1 April 1994 the standard was made more 
rigorous by applying it to a single cancellation. It 
would not be appropriate to compare the figures for 
this latest year with ones in earlier years. Having said 
that, there is a disappointing trend in the figures 
within that year, where the figures for the last quarter 
show a rise on those for the third quarter. Most 
hospitals are performing very well against this 
standard and meeting it in full. The decline in 
performance relates to a relatively small number of 
hospitals. Those are being pursued locally through 
the purchasers there, the health authorities and with 
the trust direct. This is something that is localised to a 
relatively small number of hospitals and is something 
which has to be resolved locally. 


285. Has any information come back to you as to 
the causes of this? 

(Mr Garland) It would be wrong to suggest that 
there is a single cause. As with so many other things, 
when you get down to local level it is multifactorial. 


Mr Bayley 


286. You have supplied us with information which 
seems to indicate a lack of recent progress in reducing 
overall waiting times. I am thinking particularly of 
Graph D7A which shows that since 1992 there has 
been very little further reduction in waiting times. 
Would you accept that this is the case and what 
progress has the Department made on refining 
waiting time targets to include specific waiting times 
for specific conditions as we recommended in our 
report on priority setting? In other words, to give 
shorter times for the more pressing conditions, if I 
could put it like that. 

(Mr Staniforth) We would not accept that we have 
not made good progress in reducing waiting times, 
certainly now we are down to only 3 per cent of 
patients waiting more than 12 months. The graph to 
which Mr Bayley refers obviously looks at average 
waiting times and as we are bringing down the tail of 
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long waiters it would be surprising if we were 
reducing the average waiting time at quite the rate we 
were at the earlier parts of the initiative. On the 
second point, we do have a specific target on 
coronary artery revascularisation. Ministers 
considered whether there should be any further 
specific targets. Our general approach in the past has 
been not to seek to expand those but it is obviously a 
matter we keep under consideration. 


287. Can I just go back to one final point to do with 
the resource allocation work, which has to do with 
the pace of change. This year’s allocations to regions 
merely reflected an uplift on last year’s with no 
adjustment to reflect the new HCHS formula results. 
Does the Department have a clear timetable during 
which districts will be brought to their appropriate 
target level? What is the timetable for getting to 
target? 

(Mr Reeves) Mr Bayley is absolutely right: we did 
allocate a same percentage increase to RHAs in 1995- 
96 but that did not prevent strategic shift taking place 
in that year because by allocating to all regions a 
specific percentage, which was 4.4 per cent, this 
enabled individual regions to allocate monies to their 
under-target DHAs without reducing the resources 
of their over-target DHAs which was part of the 
guidance from the Department of Health. It is fair to 
say that strategic shift did take place in 1995-96. In 
response to the second point which Mr Bayley raises 
ona pace of change strategy and a timescale, I would 
say very clearly that we have a principle that we are 
committed to achieving equity as soon as is 
practicable, which needs to take account of the need 
to secure both continuity and stability. I do not 
believe we want a mechanistic formula. We need to 
adopt a pragmatic approach. That really focuses on 
three areas: one is the ability of losing DHAs to be 
able to cope with any reduced resources; acute 
rationalisation in these losing DHAs does take time 
and we need to understand that. Second, the ability 
of gaining DHAs to use their resources effectively 
and part of the 1993-94 cash under-drawing within 
the NHS was related to under-target RHAs receiving 
monies at quite a speedy pace, some people might 
believe too quickly in terms of receiving those extra 
growth monies. The third point is very clearly the 
pace of change being dependent on the growth 
monies which the NHS achieves each year. It is 
important, though, having said that, that we do not 
intend to produce a definitive date for achieving end 
state capitation where all DHAs are at parity. We do 
feel it is important to produce a longer term strategy 
and it is important that we produce five-year resource 
guidelines to fit in with the five-year commissioning 
strategies which we are currently asking DHAs to 
undertake. We are currently working on producing 
that medium-term strategy at the moment which will 
do two things. It will give DHAs, or from 1 April 
1996 the new integrated health authorities, five-year 
weighted capitation targets and second, it will give 
five-year resource redistribution assumptions 
excluding the effects of any future PES settlements. 
This medium-term strategy will be discussed by the 
NHS Executive Board at its meeting on 17 July and 
in the light of that will then be discussed with 
Ministers. 


288. And published? 


(Mr Reeves) Subject to the decisions of the 
Executive Board and Ministers, we would hope 
progress would be made in publishing this approach 
for allocations from 1996-97 onwards. 


289. Can I take you back to your letter dated 21 
October to directors of finance setting out the 
revenue allocations for 1995-96? You suggested that 
there was scope within this year’s settlement for 
regions to distribute differentially to help the under- 
target districts and relatively to reduce the funding 
for the over-target districts. In your letter to directors 
of finance you say RHAs are advised to follow a 
similar policy, that is similar to your policy, of the 
same percentage for every region. RHAs are advised 
to follow a similar policy in making allocations to 
their district health authorities in 1995-96 by limiting 
redistribution to those DHAs which are substantially 
under their capitation targets and ensuring that no 
over-target DHA loses resources in real terms. In this 
letter you are clearly trying to limit the redistribution. 
Would you accept the comment by the York team 
when they came to see us here that Ministers can 
hardly be said to be implementing the new 
arrangement zealously? 

(Mr Reeves) In response to an earlier question I did 
indicate a strategic shift had taken place in 1995-96 
and the intention to do so is reflected in my letter to 
regional health authorities. We did encourage 
strategic shift by allocating a similar percentage to 
each region and then allowing them to undertake 
their own sub-regional distribution, particularly to 
ensure that the under-target districts and those who 
are substantially under target were the beneficiaries 
of any growth monies. That is the first point to be 
made. The second point it is worth making is the fact 
you need to see the background against which those 
allocations were made. There was no doubt about it, 
in 1995-96 we were going through widespread 
organisational and policy changes and I will give you 
just four examples: the introduction of the SHAs into 
the market; secondly, the need to reconsider the old 
long stay adjustments; we have already talked about 
the changes in SIFTR; and finally, the devolution of 
national and regional top slicing. All of those 
occurred in 1995-96 and if you look forward to 1996- 
97 there are similar policy and organisational 
changes taking place. There are boundary changes, 
there are further readjustments to the old long stay 
and SIFTR and third, we have, subject to legislation, 
the abolition of the RHAs and the creation of the 
new integrated authorities. 


290. That is a very, very depressing message, if I 
may say so, for those parts of the country which 
according to your own formula are receiving less 
than they need to provide as good a quality of health 
care as the relatively better funded parts of the 
country. If there are grounds for redistributing 
within RHAs to the below target DHAs why on earth 
does not the same logic apply to shifting resources 
between the RHAs? According to your own formula 
the Oxford Region is some £200 million over target. 
I would not want there to be a cut in real terms but 
you could at least have targeted the growth money on 
those regions of the country which are furthest below 
target. Why did you not? When is it going to happen? 
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(Mr Reeves) Just on a point of clarification, Mr 
Bayley referred to Oxford and in actual fact it is 
substantially under target as a region not over target. 
We do believe in moving towards equity as soon as is 
practicable and I have, I thought, demonstrated 
quite clearly the number of policy and organisational 
changes that occurred in 1995-96 and will occur in 
1996-97. We need to take account of that and an 
important factor which none of us know at this stage 
is what allocation in growth monies the NHS will 
receive in subsequent years. That will play a 
significant part in determining how quickly all DHAs 
reach parity in the NHS. 


291. This year you got 0.85 per cent growth in real 
terms according to the Secretary of State’s 
announcement and yet that was not used to 
redistribute from the relatively under-funded regions 
to the relatively better funded regions. You actually 
had growth this year, substantial growth and you did 
not use it to achieve a more equitable financing. How 
much growth are you going to need before you do 
start addressing the problems of inequity? 

(Mr Reeves) We responded in 1995-96 to 
something which will not occur in future years 
subject to legislation, that is we will not have regions 


in the future? One of the concerns we had during 
1995-96 was that by having a differential distribution 
to regions some over target regions would not get 
sufficient growth monies to be able to redistribute 
those monies sub-regionally to their under-target 
district health authorities. We do feel, as I explained 
earlier in terms of capital allocations, a degree of 
sympathy for those DHAs who are under target but 
by geographical coincidence possibly are placed in a 
particular region which is over target. By allocating 
on aneven basis for 1995-96 we ensured that problem 
did not arise in that particular year. 

Chairman: Contrary to earlier indications we have 
actually finished dead on time. On behalf of the 
Committee may I thank Mr Reeves and his 
colleagues very much for coming before us this 
morning and for answering in such detail the 
questions we have put to them. We obviously will be 
going with a fine toothcomb through the responses 
that you have been giving to us; it is extremely helpful 
to have that sort of detail on the record. Thank you 
very much indeed to you and to all your colleagues. 





Letter to Clerk of the Committee from Mr Stuart Moore, Finance Performance Directorate of the NHS 
Executive [PE 1H] 


I enclose as promised the further information requested by the Committee at the oral evidence session with 


officials on 6 July on: 


— details of capital expenditure since 1980 at constant prices: 


— anexplanation of how table A1.3 differs from table Al.1 


— anoteon the circumstances in which admissions are classified as emergencies 


— a table giving the information on general and acute ordinary admissions and day cases in table C1.8 
in the form of treatment rates per 10,000 population. 


HCHS Capital Gross Expenditure 


Adjusted by GDP deflator 
1993-94 prices 


EE eee >» 


Year Cash 
1980-81 608 
1981-82 734 
1982-83 765 
1983-84 792 
1984-85 893 
1985-86 973 
1986-87 1,052 
1987-88 bli? 
1988-89 1,208 
1989-90 1,445 
1990-91 1,576 
1991-92 1,659 
1992-93 1,815 
1993-94 1,783 
1994-95 2,044 
1995-96 2,028 


1,262 
1,389 
1,351 
1,337 
1,435 
1,482 
1,556 
1,561 
1,590 
1,778 
kbd ft 
1,778 
1,870 
1,783 
2,009 
1,935 





THE HEALTH COMMITTEE 141 
Bin Led sal ha Sele SE RE SSE ELIE TER LESSER mE ao aletits} 


6 July 1995] [ Continued 
Serr erences opine eta visnivsaniopsninncaund aunsiaceistananaaigesci 


HosPITAL AND COMMUNITY HEALTH SERVICES EXPENDITURE: 
Tables Al.1 and Al.3 


Tables Al.1 and A1.3 of the Department’s response to the Committee’s questionnaire have different 
functions. The purpose of Table Al.1 is to show total spending on each block of the Department’s 
programme, including hospital and community health services (HCHS). That of Table A1.3 is to compare 
increases in overall HCHS patient activity with changes in resources. Each table uses the msot appropriate 
definition of spending for its purpose. 


— The HCHS current line of Table A1.1 includes all expenditure on hospital and community health 
services, family health (cash-limited) and related services. It is expressed on a cash basis and is 
consistent with the sums voted by Parliament through the Supply process. 


— Table Al.3 covers expenditure by district and regional health authorities and the special health 
authorities for the London postgraduate teaching hospitals as recorded in their annual financial 
returns. It therefore excludes cash-limited general medical services spending, spending by other 
special health authorities (eg. UK Transplant Services Support Authority, Special Hospitals Service 
Authority, etc) and centrally funded services (such as the purchase of vaccines). Its underlying 
figures are derived from the HCHS programme budget and are expressed on an accruals basis. 


HOosPITAL ADMISSIONS 


The NHS Data Manual has two main categories of admission: 


— An Elective Admission is one where the decision to admit can be separated in time from the actual 
admission. This category covers all waiting list admissions, including booked admissions and 
planned admissions (where an admission date is specified at the time the decision to admit is made). 
It does not include transfers from other hospitals. 


— All other admissions are Non-Elective and there are three sub categories: 


* Emergency admission: where admission is unpredictable and at short notice because of clinical 
need, including emergency transfers. 


* Maternity admissions. 


* Other admissions—including births of babies and the transfer of any admitted patients from 
another hospital provider other than in an emergency. 


There is no definition of readmission. Some patients will be admitted on multiple occasions for spells of 
treatment for the same condition (or unlinked conditions) which are not as a direct consequence of the effects 
of medical treatment such as complications arising from an operation. Readmission could be either as an 
emergency or a planned admission. In either case it is not possible, from the data currently collected, to 
identify them separately. 


The Committee asked for details of general and acute ordinary admissions and day cases in the form of 
treatment rates per 10,000 population. 


The table gives the information requested. To give a complete picture of activity provided in the Thames 
regions it also includes a column showing the totals for the four Thames RHAs and the London post graduate 
Special Health Authorities combined. The table shows that: 


— In1993-94, 1,590 FCEs were provided in the Thames regions (including the SHAs) for every 10,000 
Thames residents compared with 1,691 for England as a whole. 


— Between 1989-90 and 1993-94, this treatment rate rose in the four Thames regions (including the 
SHAs) at an annual rate of 3.6 per cent, compared with 4.2 per cent for England as a whole. 


It should be noted that: 


— The data for the Thames regions do not enable conclusions to be drawn about treatments received 
by Londoners. The population of the four Thames regions in 1993-94 was 14 million, about double 
that of Greater London, and the Thames regions include districts in outer London and the shires 
around London with good primary care provision and low levels of deprivation. 


— Standardised Mortality Ratios (SMRs) in the four Thames regions are lower than those for the 
country as a whole. In 1993, where England and Wales = 100, the SMRs for the four Thames 
regions were: NW Thames 93; NE Thames 99; SE Thames 97; and SW Thames 92. 


— The below average mortality in the Thames regions is reflected in the current Resource Allocation 
formula, where the combined age and need weightings for the Thames regions (where England = 
100) are: 98.39. This implies that Thames residents are expected to have a lower rate of utilisation 
of services than the national average. 
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— The Thames regions (combined) were above target in 1989-90 using the resource allocation 
methodology then in force, and over the subsequent five years levelling up of other regions meant 
Thames had 2 per cent less growth than the national average. 

— The research carried out for the Inner London Chief Executives showed that Thames residents 
received significantly more private treatment that the rest of England. Their data shows that Thames 
residents receive 160 private episodes per 10,000 population compared with 96 for the rest of 
England. 


I August 1995 


(Table overleaf) 
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WEDNESDAY 19 JULY 1995 


Members present: 


Mrs Marion Roe, in the Chair 


Mr John Austin-Walker 
Mr Hugh Bayley 

Mr David Congdon 
Alice Mahon 

Mr John Marshall 


Mr Roger Sims 

Mr Richard Spring 
Mr John Whittingdale 
Audrey Wise 


Rt Hon STEPHEN DorrELL, a Member of the House, Secretary of State for Health, Mr JOHN Bowls, a 
Member of the House, Parliamentary Under-Secretary of State for Health, Mk A LANGLANDS, Chief 
Executive, National Health Service Executive, Mr C Reeves, Director of Finance, National Health 


Service Executive, examined. 


Chairman 


292. Good afternoon, ladies and gentlemen. I 
apologise for the late start this afternoon, but 
unfortunately our deliberative session took a little 
longer than we had anticipated. Secretary of State, 
may I first of all welcome you to your new post and 
to your first appearance before the Health Select 
Committee. We are very pleased to see you and also 
Mr John Bowis who is the Parliamentary Under- 
Secretary of State, Mr Alan Langlands who is the 
Chief Executive of the National Health Service 
Executive and Mr Colin Reeves, Director of Finance, 
NHS Executive. We are delighted to see you here. In 
order not to waste any time I will move straight into 
the first questions. Secretary of State, would you 
please tell us what you see as the greatest problems 
now facing the NHS, what you see as your personal 
priorities, and how you would like to be remembered 
at the end of tenure in the post? 

(Mr Dorrell) 1 had not really thought about that 
particular issue yet but what I have thought about 
and what I am quite clear about is what I see as the 
biggest opportunity facing the management and 
those responsible for the NHS at this point in its 
history and that is to build on the process of reform 
that we initiated over five years ago, to seek to 
demonstrate how the reformed NHS is going to be 
able to move on to an agenda that is perhaps less 
concentrated on the narrow process of management 
and more concentrated on how we can ensure that 
the opportunities that modern technology offers, 
that a skilled labour force in the NHS offers, the 
opportunities that those things offer to enhance 
patient care and to deliver a high value Health 
Service. During the process of management reform it 
was almost inevitable that attention tended to 
concentrate on reduction of cost, on efficiency. All of 
those will of course continue to be extremely 
important but if we are to realise the full potential of 
the NHS, what we need to do is not only to ensure 
that the service works efficiently, that is a continuing 
commitment, but we also have to ensure that we 
deliver high value solutions which are not always the 
same thing as the least cost solutions. The exciting 
thing in the NHS is to ensure that the skills of the 
medical and nursing staff and the managers and 


other people who work in the service, perhaps 
particularly the clinical staff, are used to exploit the 
full opportunities which they offer. Also, that we 
start to use the ideas that are emerging from the 
research and development function that was 


established when I was last a Health Minister in a 


very junior post three years ago, to ensure that we 
have the full potential of new ideas, new treatments, 
new processes, available to NHS patients. I want to 
take the management agenda as something that 
provides us with a launch pad from which we can 
build a Health Service which continues to be efficient 
but which places perhaps slightly more emphasis in 
terms of our time and concentration on exploiting 
the best value health care solutions that are available 
to us. 


Mr Marshall 


293. Can you tell us where in your list of priorities 
you place the care of the mentally ill? There is a 
feeling, in London certainly, that there is a shortage 
of beds for the mentally ill and that the treatment of 
the mentally ill has for too long been the Cinderella 
aspect of the Health Service. 

(Mr Dorrell) As some members of the Committee 
may remember, when I was a junior Health Minister 
I was in fact the Minister responsible for the mental 
health services and I regard them as having been 
treated for too long as the Cinderella service, the 
unfashionable service in the Health Service. It has 
sometimes been easier to attract resources to the 
headline grabbing large acute sector rather than the 
sometimes less exciting mental health sector. It is one 
of the stated published priorities of the NHS 
Executive this year to focus attention on improving 
mental health care and it is a priority that I certainly 
intend to see maintained and reinforced. It is 
important that the totality of mental health care in 
the NHS is not coloured by the experience of a few 
bad news stories, often concentrated in the big 
metropolises. I was in Oldham quite recently looking 
at health care facilities there and I visited a modern 
purpose-built facility which was the centre of a 
mental illness service in that part of the country 
which could quite properly be held up to be a 
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showcase of how mental illness services should be 
delivered. That is an experience that repeats itself 
many times round the Health Service. We need to 
ensure that those good stories are generalised and 
that the problem areas are removed. 


Alice Mahon 


294. Do you have any plans to have a look at 
waiting lists? Can I give you an example of why I 
think it might be important? I am receiving anecdotal 
evidence that how quickly you get onto a waiting list 
depends upon where you live, for example for heart 
surgery. I know the Department did an investigation 
some considerable time ago about waiting lists and 
areas and I wondered whether the Department had 
any plans to have a look at this. We just discovered 
recently in our breast cancer report that there was a 
bit of a lottery about treatments. I wonder whether 
the same lottery exists about waiting lists. 

(Mr Dorrell) As the Committee will be very well 
aware, it has always been true that in some parts of 
the country waiting lists have been longer than 
others; there is nothing new in that. What I would 
argue is new is the focus that my predecessors had 
actually put on ensuring that we give to patients the 
assurance that waiting times are capped. The initial 
Patient’s Charter, introduced when I was last in the 
Department, limited waiting times to two years; that 
has now been reduced to 18 months. Yes, it is true 
that in different parts of the country, the maximum 
waiting time is now significantly below 18 months. I 
think I am right in saying that in the West Midlands 
there is no waiting of more than 9 months for 
residents and it is certainly part of the Government’s 
commitment to ensure that we improve the 
experience of patients who are put on waiting lists 
awaiting NHS care. It is also part of the 
Government’s commitment to ensure that we do not 
only look at waiting lists between the time of referral 
and initially being put onto a conventional waiting 
list but also deal with the problem of waiting times 
between the time of first referral and the time of the 
first outpatient appointment. 


Audrey Wise 


295. Can I direct your attention to the resource 
allocation formula? Your Department has decided to 
zero weight 24 per cent of the budget so that the 
question of needs is not taken into account for that 
24 per cent. A number of previous witnesses have 
claimed that there is a strong case for weighting that 
element to reflect relative need rather than using a 
weight of zero. Your officials have argued that 
insufficient evidence exists to give these elements any 
weighting. Do you intend to review this issue further? 
Will you be taking action to expedite research on 
appropriate weighting? Do you think it is important 
to modify this formula as soon as possible? 

(Mr Dorrell) The answer to those question is yes. I 
do intend to take it further, I do think it is important 
and I do think that the needs element of the weighted 
capitation formula needs to cover the whole 
spectrum of NHS care and not the spectrum that it 
currently covers. Audrey Wise said that previous 
witnesses had said that the needs element should 


cover the whole spectrum of NHS care: I hope she 
will number me among the list of people who espouse 
that cause. What I am not prepared to do is to 
allocate the resources which go towards community 
health resources, which is primarily the sector we are 
talking about, on the basis of needs experience of 
acute and psychiatric services because it is not merely 
not inevitable that the needs pattern will be the same, 
itis actually virtually inevitable the needs pattern will 
be different. It seems to me therefore we are likely to 
be closer to right to include no weighting element for 
the community health services and the people with 
learning disabilities than we would be to transpose 
the needs experience from other unrelated services. 
What we have to do is to get accurate information 
about needs experience in those services and when we 
have got it we will use it. 


296. Thank you for a lot of that answer but I did 
think that there was an element of contradiction 
within it because you said—and I am very pleased 
that you said—that you do support the notion that 
there should be a needs weighting but then you said 
that you are likely to be nearer with the zero 
weighting than you are in using any of the other 
things which come to hand. That seems to me to be 
a rather extraordinary statement. If you do not have 
evidence, you do not have any evidence that says that 
nil is a suitable weighting. I think that it has not been 
established that you are better off with nil, which is a 
figure after all, it is not neutral. I have the feeling 
often that the giving of no weighting is intended to 
project a kind of neutrality pending more 
information but it is not at all neutral: nil is a figure 
just like any other figure. I think you have been 
slightly rash in saying that nil is probably nearer than 
any other figure and I should like you to reflect again 
about that. In view of the fact that you have said that, 
are you prepared to put any kind of timescale on the 
research which you are conducting to get the best 
possible figure? 

(Mr Dorrell) | accept to some degree that neither 
Audrey Wise nor I can substantiate the proposition 
that nil is closer or the 76 per cent formula is closer. 
I accept that proposition. In terms of how quickly we 
can get to having something that is properly research 
based, which is what I think we are agreed is the 
desired outcome, I cannot give you an estimate of 
when that will be, but I can give you the assurance 
that it is something that is being processed and in 
which I shall take a personal interest. 


297. So it has started. It is not something that is on 
your list of desirable things this year, next year. 

(Mr Dorrell) Indeed. I cannot tell the Committee it 
is something on which I have held a whole series of 
meetings in the last ten days. 


298. You have not had time; I accept that. 

(Mr Dorrell) 1 can tell the Committee that it is 
something ... Perhaps more seriously, rather than 
talking about details of specific statistics, the whole 
basis on which the funding of the restructured NHS 
is based is the proposition that there is a weighted 
capitation formula that can be developed, that 
allocates resources fairly between purchaser health 
authorities and allows them to use those resources to 
address the health needs of the people of those 
districts. I always have regarded the weighted 
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capitation formula as a key part of the development 
of the management of the NHS and I certainly do 
intend not merely to progress the finalisation of this 
24 per cent but then to keep the whole process under 
review because it is actually at the core of the efficient 
and fair allocation of resources within the NHS. 


Mr Bayley 


299. I am glad that we will soon be getting a needs 
weighting for the 24 per cent. Can the Secretary of 
State tell us how soon that will appear? 

(Mr Dorrell) | cannot give you an estimate of how 
soon; unless anyone would like to volunteer one. 
What I can do is to give an undertaking that it is 
something that is going to be progressed and that the 
development of a formula which covers the 24 per 
cent of need, which hopefully in the fullness of time 
has a more refined version of the local costs factor, 
the market forces factor, is a formula which I plan to 
see developed because I see it as being at the core of 
the efficient and fair allocation of resources within 
the Service. 


300. Under the formula in use last year there was 
a weighting for the 24 per cent for community health 
services: it was the square root of the standardised 
mortality ratio. It was a crude weighting and people 
understood that, but it was a weighting that has been 
in use for some years and which was regarded as the 
best available weighting, indeed it was a weighting 
when you were last a Health Minister. For what 
reasons has the Government decided that zero is a 
better reflection of need than the old weighting which 
you have used hitherto? 

(Mr Dorrell) | suppose the answer to that is that we 
are all agreed that there is no evidence on which this 
element of the needs allocation can be based. If we 
feed in any weighting then we have to explain to 
individual health authorities why their need is 
assessed to be greater or lesser than the next-door 
health authority weighting. 


301. But you could do that with the old weighting, 
not perfectly perhaps but with some basis on which 
to work. 

(Mr Dorrell) On the basis of no evidence at all. 


302. No, on the basis of past practice— 
(Mr Dorrell) That is not the same thing as 
evidence. 


303. On the basis of past practice and the 
explanations which have been given in the past which 
may have been intuition but there is some sense in 
intuition. One can suppose that the burden of need 
for community health services would be greater in 
areas where the burden of ill health is greater and that 
was a justification given in the past. Why have you 
decided to abandon that justification and to use 
instead a zero weighting which implies that there is 
no link between the need for community health 
services and the burden of ill health? 

(Mr Dorrell) What we are talking about here is not 
purely community health services. It is worth 
remembering that community health services are 
roughly half of what we are talking about; people 
with learning disability, where that. is a very 
identifiable form of need which certainly whatever 
else it is linked to is not linked to standardised 


mortality ratios, and the rest of it is administrative 
overhead which is something I would have thought in 
the normal circumstances should be allocated 
according to a certain need and the other elements 
are allocated as an overhead in proportion to the rest 
of expenditure. The question then is whether for 
community health services we could justify giving 
more money to one authority and less to another on 
the community health services, based on 
standardised mortality or based on the experience of 
acute Health Service need or based on the experience 
of psychiatric service need. It seems to me that 
whichever of those positions we had adopted I could 
be sat here with members of the Committee arguing 
to me that it would have been more rational for me 
to have adopted a different one. If we had not 
adopted zero and we had adopted the SMR you 
might have said you should have done it according to 
psychiatric services which are quite a big user of 
community health services. If we had done that you 
would have argued the SMR case, somebody would 
have argued why weight when you do not have any 
evidence. It seems to me that the right way of dealing 
with this issue is to analyse the evidence, which is 
what we have done in all the rest of the weighting of 
this formula, and then when the evidence is available 
use it. 


304. Last year you did use a weighting. The 
Secretary of State, your predecessor, when she came 
to the similar occasion last year was not challenged 
on it, was not told it was inappropriate and did not 
venture to us that it was inappropriate. Now 
something has happened between then and now to 
make you decide that a needs weighting of zero is a 
better reflection of the health care needs for these 
community health services and people with learning 
difficulties than the old needs weighting we had. 
What is the justification? Why have you changed? 

(Mr Dorrell) We sought to move from a system 
where we crudely asserted, because that is all it was, 
that there was a link between health need and the 
SMR, to a system where we have tried to assess need 
more dispassionately. For 76 per cent of expenditure 
we think we have succeeded. For 24 per cent we do 
not think we have any evidence. Given that we do not 
have evidence, I do not know what argument I would 
use to one authority that was relatively a loser if we 
went back to the SMR compared with an authority 
that was relatively a gainer, because the only 
argument Mr Bayley offers me is that we have always 
done it that way. Since we are busy changing the 
formula, that is the whole purpose of what we are 
discussing, the implication of that is that the way we 
have always done it is not an adequate way of doing 
it for the future. 


305. That is not what I argued. I argued that there 
was an intuitive link between areas with a greater 
burden of health need, as measured in the past by the 
standardised mortality ratio, and those with a greater 
need for community health services. We both accept 
that that is not a finely tuned link but it has been 
regarded for several years as better than no weighting 
at all. You equally have to answer, should the 
question be asked, questions from health authorities 
that have lost out as a result of your decision to move 
from a weighting based on a standardised mortality 
ratio to no weighting. Either way you have to answer 


THE HEALTH COMMITTEE 


147 


senses 


19 July 1995] 


Rt HON STEPHEN DorrELL, MR JOHN Bowls, Mr A LANGLANDS 
AND MR C REEVES 


[ Continued 


a EEEEFFSFSSSeEeeeeEeSSSSSSSSSSSSSSSSSSSSSSSSSssseee 


[Mr Bayley Cont] 

and of course the health authority that loses money 
is always more likely to be disgruntled than the one 
that is gaining. Would it not make sense to maintain 
the old weighting until such time as you have a new 
and more accurate one as you have now for the other 
74 per cent, to use it in the interim because it is the 
best that has been devised to date? 

(Mr Dorrell) It would require me to, go to the 
relative loser and say that while the rest of this new 
formula is based on experience and analysis, for this 
24 per cent we are basing the weighting on assertion 
and tradition. I simply do not find that an attractive 
argument. I am not sure I can add further to the 
propositions I have given to the Committee on that 
subject. 


Mr Congdon 


306. Can I turn to the age cost weightings in the 
formula? We have had evidence which suggests there 
is an over-emphasis on the age cost weighting and I 
know there have been some changes in the new 
formula. Would you be able to comment at all on the 
extent to which you are now confident that they are 
reasonably reliable as an indicator of what the 
allocation should be? I understand they are based on 
length of stay in hospital but they doend up with a lot 
of money flowing to those areas that have a relatively 


elderly population. 
(Mr Dorrell) Yes, they certainly do channel 
resources towards those areas with a 


disproportionately high aged population and that is 
based, as distinct from the discussion we have just 
had, on evidence. I do not claim to the Committee 
that I have examined all the evidence personally in 
detail. What I do recognise is that the Department 
received advice from York University on this subject 
that measured the different experience of health 
expenditure, the relationship between health 
expenditure and different age profiles and concluded 
that health expenditure did need to be heavier in 
areas where there was a concentration of elderly 
people—I suppose that is uncontroversial—and that 
it needed to be heavier by the amount calculated. It 
was a calculated figure rather than a guestimate and 
unless somebody can demonstrate that the 
calculations were wrong, it seems to me that the 
Government should accept the calculations which 
flow from the policy brief that the consultants were 
given. 


307. Presumably the age cost weightings—and 
there are so many thousand pounds for different age 
ranges, different groups—are based on averages, 
they are based on an assessment of what it would cost 
normally to look after the average 70-year-old as 
opposed to the average 20-year-old. 

(Mr Dorrell) 1 would have thought based more 
directly on a specific experience in a particular area 
and the particular age profile of the people who live 
in that area. 


308. Can I then press you on that? Are they? Can 
I ask the question specifically? Is the age cost profile 
drawn up on the basis of averages across the country 
for costs of catering for people in different age 
ranges? The point has been put to us that it does not 
make enough distinction between, say, the term that 


has been used which I do not like is a fit migrant, the 
elderly who move out of the inner city down to the 
south coast who, it is alleged, are often fitter than the 
elderly who remain in the inner city. Therefore, in 
terms of the age cost profile, forget the other factors 
in the formula, the question is does the elderly person 
in Worthing get the same weighting if they are over 
75 say as the elderly person in London? 

(Mr Dorrell) If 1 understand it correctly Mr 
Congdon’s proposition is that old people in 
Worthing are fitter than old people in London. 


309. That was the proposition that was put to us. 

(Mr Dorrell) That would of course be partly picked 
up by the needs element in the formula anyway if it 
were true. Secondly, if it is true that you can 
distinguish according to some pattern fit migrants 
from other elderly people that is a proposition which 
I should like to see tested but it is not one on which I 
can intervene administratively to overrule an 
assessed relationship which is what the York formula 
gave us. 


310. Would you confirm the original question, that 
the age weighting is effectively the same, regardless of 
where the person is? If the person is 74 the amount of 
money that gets allocated on that basis, forget the 
other aspects of the formula, is the same whether it is 
Worthing, Lambeth or wherever? 

(Mr Reeves) What we in actual fact did in terms of 
the latest formula was to use the hospital episode 
statistics over a three-year period, 1991 to 1992 to 
1993, looked at the various age bands from births 
and then bands up to the age of 85 and finally those 
over 85 to work out expenditure per capita on 
average over that three-year period. We do end up 
with a national figure in terms of the average 
weightings for each of those age bands and then 
apply it to the particular population profile of the 
specific DHA. 


311. So the answer is yes. 
(Mr Reeves) Correct. 


Mr Austin-Walker 


312. I have to put to you again that the point was 
put to us that those who may migrate from the inner 
city, say to the coastal areas, may not only be better 
off financially but may be fitter than those they leave 
behind. One of the points which Dr Singleton or one 
of the witnesses put to us, was that the ageing process 
may be different for different sections of the 
community so that there is perhaps a deprivation and 
social class issue. If it is accepted that there are 
certain demands on the Health Service and needs to 
be met as a population ages, that if you look at 
different sections of the community the ageing 
process may start earlier and therefore it is 
experienced at a different age level, using an age 
factor may actually take money away from the areas 
of urban deprivation to more affluent areas. 

(Mr Dorrell) 1 make the point more confidently 
this time having just checked it than I made to Mr 
Congdon. If it were true that different elderly 
people’s experience of the ageing process differs 
according to some pattern, then that would be picked 
up by the needs element in the formula. What we are 
talking about here is a formula for allocating 
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resources. We start with capitation, that is number of 
heads, we recognise that the age profile is a very 
important driver of how much resource individuals 
need and one aged person for this purpose is treated 
simply according to age; everyone within the same 
age band the same. Then, within those age bands, 
need is more complex and is subject to all the kind of 
pressures we have been talking about, but different 
elderly people’s health experience and _ the 
proposition there are more fit people in Worthing 
than in the East End should be picked up in the needs 
element in the formula. 


313. You say the needs element of the formula 
would compensate for any distortion that arises out 
of the age factor. 

(Mr Dorrell) We are simply looking at the same 
thing from a different angle. The needs element is an 
attempt to assess different health need that grows up 
in different health authority areas for a variety of 
different reasons but excluding age and excluding 
market forces and other relative cost factors. It is not 
helpful to try to confuse that with age which is quite 
a relatively simple driver of the need for health 
expenditure, directly related to age bands. 


Mr Spring 


314. I want to turn to the question of rural need. 
We had some evidence from Dr Singleton from 
Northumberland and he essentially made the point 
that given the case, certainly in Northumberland and 
in other parts of the country, where there was a very 
dispersed population, the need to provide services 
was made difficult in areas like maternity for health 
visitors. Really, based upon the formulae to be 
applied in rural areas, he felt this was not something 
that was satisfactory, that the recognition of the costs 
involved in providing these services was not 
adequate. This is a view which is not shared by the 
civil servants but I wondered whether you could 
comment as to whether, in view of this evidence 
which we thought was quite persuasive and from 
others, that this was something you might consider as 
you look at the formulation as it applies to rural 
areas? 

(Mr Dorrell) It is something in which, as an MP for 
a relatively rural seat, I obviously have an interest as 
well and I recognise the force of the question. It is 
easier to see how the provision of health care in a 
rural area might be more expensive for some sorts of 
health care than for others, for community health 
services for example. There is a very obvious 
potential link there between distance and rural 
spread and potential cost. The same thing is true of 
ambulance services. The same thing is probably not 
true of acute hospital services and very much less 
likely to be true in other bits of health care. It is 
certainly something I accept we need to look at but 
whether we should do it as a fourth factor across all 
health services without distinction is very much an 
anen question. Another way of doing it would be to 

" »n within the assessment of the cost of 
‘ar sorts of health service, 
‘'t in to the needs element. 


Mr Bayley 


315. I should like to move on to the market forces 
factor. The evidence we received from your civil 
servants showed that there are quite serious 
anomalies in the way that the market forces factor 
works. The health authorities are grouped into three 
zones, broadly inner London, outer London, the rest 
of the South East and the rest of the country. The first 
three zones get slightly more than the national 
average to reflect higher pay costs and the rest of the 
country gets 6.5 per cent less than the national 
average, in other words they get 93.5 per cent of the 
allocation they otherwise would to reflect lower wage 
costs. Yet we were given by your civil servants an 
index of relative wage costs for each health authority 
in the country and they showed, for example, that 
Hillingdon, which is a zone 2 authority, outer 
London, has higher staff costs than all but one of the 
zone 1, inner London, authorities. We were told that 
Surrey, a zone 3 home counties authority, had higher 
wage costs than Croydon, Barking, Barnet, Bexley, 
Greenwich, Redbridge and Bromley. Perhaps most 
startling of all, we were told that three of the rest of 
the country health authorities, which have their 
allocation cut by 6.5 per cent, which equates to 
millions of pounds a year, the three being Wiltshire, 
Suffolk and Avon, actually have higher wage costs 
than the national average. Wiltshire has a wage cost 
of 101.6 per cent of the national average, Suffolk of 
100.5 per cent, Avon of 100.3 per cent, yet all of them 
have their money abated to 93.5 per cent of what they 
would otherwise get on the assumption that they are 
out of London authorities. 

(Mr Dorrell) What Mr Bayley is describing there is 
actual wage costs incurred by a particular health 
authority. 


316. No, these are the wage costs of the 
comparators which are used. There are clearly huge 
anomalies. Will the Secretary of State give us an 
undertaking that he will review the operation of the 
market forces factor to eliminate these anomalies 
which may well mean creating a larger number of 
bands or possibly even having a weighting for each 
health authority? 

(Mr Dorrell) Yes, I do accept that a formula that 
divides the country into four zones is quite clearly not 
as accurate as it could be. Officials on an earlier visit 
to the Committee did make it clear that we are 
committed to a refinement of that element of the 
formula but we are still at the stage at the moment in 
that the market forces factor, as it is operated, is a 
relatively blunt instrument. What is important—and 
I misheard what Mr Bayley was saying—is that we 
link the assessment of the market forces factor with 
costs incurred by private sector paradigms outside 
the Health Service and that we do not get into a 
circularity of saying that because—this is what I 
thought he was saying but he was not—a particular 
health authority’s wage costs are higher therefore the 
formula ought to provide it with more money. What 
we need to do is assess the costs associated with 
providing that kind of service in different parts of the 
country. I agree that the formula needs to be more 
accurate than it is at the moment. That is something 
we are working on. 
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317. 1am plucking a figure out of the air but if one 
assumes that an average county health authority 
would have a budget of around £200 million, if it has 
an abatement of 6.5 per cent it means it is losing £13 
million a year. If you are a health authority where the 
wage costs are actually above the national average, 
that loss of £13 million is a huge dent in your ability 
to meet the health care needs of your population. 
How quickly will this review take place and how 
quickly will we have a market forces factor that really 
does reflect the comparator wage costs that are 
relevant to health authorities? 

(Mr Dorrell) 1 am told that the work on this is 
sufficiently well advanced for us to be confident that 
a revised formula will come in in 1996-97. 

(Mr Reeves) Mr Bayley is absolutely right in the 
sense that the current zonal weightings vary between 
125 per cent in zone | and 93.5 per cent in zone 4. 
However, we were concerned that this showed an 
imperfect understanding of the market forces factor 
and indeed led some DHAs in zone 4 to suggest to 
trusts that because of the market forces factor they 
should negotiate lower rates of local pay. Therefore, 
to prevent this the resource allocation group, since 
the Committee met on 6 July, has now reported to the 
NHS Executive board and one of the proposals 
accepted was that we actually raised the weighting 
for zone 4 from 93.5 per cent to 100 per cent and zone 
1 rises from 125 per cent to 133.7 per cent. Hopefully 
we have responded to some of the concerns expressed 
by Mr Bayley and some of the gratuitous actions 
taken by some DHAs. 


318. That is just a presentational change. It does 
not alter the fact that there are serious anomalies 
between— 

(Mr Dorrell) That does not respond in full to Mr 
Bayley’s concern which I accept, that the formula 
needs to be made more precise in its assessment of 
local cost experience and that is a programme of 
work, in common with the one on needs assessment 
which we were talking about earlier, on which we are 
embarked, in which the new Secretary of State will 
take a considerable interest. 


319. Could I move on to one other factor to do 
with the hospital and community health service 
formula? From what you have told the Committee 
already, I believe that you agree that the distribution 
of NHS resources should reflect health needs and 
that you agree that the new funding formula 
introduced this year is the best available reflection of 
health needs, at least for the 76 per cent. I am right in 
making those two assumptions, am I? 

(Mr Dorrell) Yes, you are. 


320. Over what timetable will health authorities 
move towards their current targets, given that some 
health authorities have found that they are 
considerably further from their target than they were 
previously? I understand that no health authority 
will ever quite reach its target because it is a movable 
target but over what period would one expect the 
pattern to have resolved itself so that one is talking 
about small annual changes rather than the catching 
up process? 

(Mr Dorrell) That is not a question to which I ever 
intend to give a precise answer because it seems to 
me—and there is an important reason for that—that 


in any process of change pace of change is itself an 
important issue. As Secretary of State, what I would 
be seeking to do in closing the gap between target and 
actual is to ensure that we did not impose upon any 
particular health authority an unreasonable strain 
and an unreasonable disjunction particularly as that 
would be important in the potential relative losers. 
The pace at which the gap is closed will depend on a 
wide variety of factors, some of them specific to 
individual health authorities and I would not seek to 
set a target when the process will be complete. As Mr 
Bayley quite rightly reminds the Committee it will 
never in fact be complete. Perhaps I can best describe 
my approach by using a formula which I have used 
many times in different managerial contexts. When 
managing a process of change we have to ensure that 
the pace is not so fast as to be unmanageable and not 
so slow as to be imperceptible. 


321. One could be forgiven for drawing the 
conclusion that having mouthed a belief that the 
distribution of health care resources should match 
health needs there is not in fact any commitment 
from the Government whatsoever to distribute 
resources on that basis. In this year’s allocation, 
despite having brought out the new formula some six 
weeks or so before, your predecessor allocated 
exactly the same percentage increase to each region, 
to gaining regions and losing regions alike, under the 
new formula. Although the regions themselves did 
some differential allocations, that is not a matter 
which was within your control as Secretary of State, 
that was a matter for them. The decision of your 
office, your predecessor’s decision, was to make no 
move whatsoever to redistribute resources to better 
meet health needs. How can that decision be justified 
and can you give this Committee an assurance that 
there will not be a repeat of that because that simply 
locks the Health Service into the funding inequity 
which your new formula itself has identified? 

(Mr Dorrell) The important thing here is to accept 
two stages to the process. The first is that the 
Government is—and I do not sense in the Committee 
any desire seriously to contest this—seriously 
interested in producing a formula which accurately 
identifies health need. We would not have done that, 
with respect, if the effect were merely to create a rod 
for our own back and have no desire whatever to 
respond to the drive which the formula gave us. We 
have set up a very public system of assessing a fairer 
distribution of resources and of allowing people to 
contrast actual decisions with theoretical norms. I do 
not accept that there has ever been any doubt either 
about the Government’s willingness to a serious 
assessment of a fair distribution of resources and 
since we have set up a system to do that in public, it 
seems to me that we have made a system which makes 
it more difficult for us to avoid moving resources in 
the way that the formula determines. In terms of the 
future, it will not be possible to distinguish, as Mr 
Bayley has done in respect of last year’s distributions, 
between the distribution from the Government to the 
regions and from the regions to the district because 
the Secretary of State will be directly responsible for 
distributions to district level. That will allow the 
Committee then to test my good faith in the 
distributions next year. 
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322. The York University economists told us when 
they gave evidence here that Ministers can hardly be 
said to be implementing the new arrangement 
zealously. How zealously will you implement the 
system next year? Can you for instance give us a 
guarantee that all the growth money next year will go 
to relatively under-funded health authorities as 
determined by your own formula? 

(Mr Dorrell) No, 1 would not want to give that 
commitment. 


323. So you will give money to relatively over- 
funded health authorities at the expense of the under- 
funded ones. Is that what you are telling the 
Committee? 

(Mr Dorrell) No, not at the expense of under- 
funded ones. 


324. The money can only be spent once, with 
respect; it can only be given to one health authority. 

(Mr Dorrell) Indeed. Mr Bayley is asking me 
whether I will give a commitment to stand-still 
funding to health authorities that are not potential 
gainers under the redistribution process we are 
talking about. I am certainly not giving that 
commitment. What I am giving is a commitment to 
use the formula to move towards fairer distribution 
of resources in the Health Service at a pace which 
York University may or may not choose to describe 
as zealous but which I would describe as not so fast 
as to be unmanageable and not so slow as to be 
imperceptible. 


Audrey Wise 


325. Change is a strain, as you have said, but it 1s 
a strain if you are losing through the change; then it 
is a big strain. It is equally a big strain if change does 
not take place, if you are the people who would gain. 
There is no way of avoiding strain is there? The 
question is: who should feel the biggest strain, the less 
needy or the more needy regions? I think that my 
colleague, in the friendliest spirit, has given you a 
way out because his suggestion—and it is mine too— 
is that if, instead of taking away money and changing 
it, redistributing it, which we all accept is a strain, if 
you simply left them in happy possession so they did 
not have to cut anything and then you gave extra 
money to the needy areas, you. are not increasing the 
strain on the better areas and you are relieving the 
strain of the needy areas. What is wrong with that? 

(Mr Dorrell) 1 am intrigued the Committee is 
pushing me on decisions which I shall have to take 
following a negotiation process on which I am yet 
barely embarked. I really am not going to be drawn 
on precisely how I propose to do allocations between 
district health authorities until I know much more 
clearly than I know now both the scale of the 
resource that will be available and the implications of 
proposed decisions at health authority level. Those 
are both factors that need to be taken into account 
before I lay down some formula blind, in vacuo. 


Mr Marshall 


326. Can I say that if you were to say to certain 
health authorities, as two of our colleagues seem to 
be suggesting, that they should get no growth funds 
at all, despite the fact that they may well have 
increasing need through people getting older and so 
on, there would be very great cries of anguish and as 
I suspect one of the authorities which would suffer 
would be the Barnet Health Authority, I can assure 
you you would get great cries of anguish from me if 
no-one else. 

(Mr Dorrell) Mr Marshall has served to remind us 
that the pressures are not all one way. 


Mr Congdon 


327. Can I turn to the formula overall, which we 
know has the three components in it? Are you able to 
tell us the percentage of weighting for each factor 
compared to the total weighted population, so that 
we can have some idea of the relative importance? 

(Mr Dorrell) Yes. The answer is that the same 
number in each factor has the same effect on the 
distribution. You could therefore say that the three 
of them are weighted equally. 


328. Can I take the issue slightly further? Out of the 
three components—and I make some generalisations 
now—it is probably fair to say that the market forces 
factor is designed not to enable an authority to 
provide a greater volume of service, but simply to 
enable them to buy the same volume of service as 
another authority, taking into account that their 
unique costs, for whatever reason, are higher, as a 
general statement. You then have the two other 
components: age cost and need. Age cost, which we 
discussed earlier, is, as I understand it, designed to 
reflect the fact that undoubtedly someone in general 
who is older does incur more health costs than 
someone who is younger; not necessarily at birth but 
there are differences. The factor that is designed to 
take into account demands other than those simply 
being as a result of age of course is needs. What work 
has been done actually to answer this question? A 
formula is only a means to an end, it is a means of 
allocating resources fairly based on the need in 
general, trying to say that people in the population 
need to have—I do not like the word equal but— 
good, reasonable access, fair access to care. One of 
the things that is interesting about the current 
funding formula, rightly or wrongly, is that an area 
like Worthing with the high elderly population, 
actually today has a higher per capita funding than, 
say, an area like Croydon and that might be good, 
bad or indifferent, one does not know. Has any work 
been done to assess what the impact of those 
differences in funding are at grassroots level? In other 
words, really assessing whether in practice the 
formula delivers what it is intended to deliver? 

(Mr Dorrell) | am not sure whether we have done 
detailed assessments. Clearly the information on 
which the formula is based is all precisely the 
grassroots level information Mr Congdon asks 
about. Whether the circle has been completed and we 
have then gone back and looked at the effect of the 
decisions on the ground Mr Reeves can tell us in a 
moment. I suppose it is fair to point out that any such 
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process would necessarily so far be pretty incomplete 
given firstly this is the first year of the new formula 
and secondly that we are not yet at target funding 
levels anyway. 

(Mr Reeves) In terms of expenditure per capita, 
that is obviously based on looking at the actual 
expenditure and allocations the DHAs currently 
receive and that compares with the capitation 
position which looks at the amount of money which 
a DHA should receive per capita. In many ways the 
distance from target to me is a reflection of the 
difference between the two, that is what is currently 
received per capita as opposed to what should be 
received per capita, taking account of age, need and 
market forces. 


329. That does not answer the question, with all 
due respect. If a formula is a means to an end, 
distances from capitation frankly are meaningless. 
They are useful in one sense of saying, yes, we want 
to get closer to whatever formulae we have come up 
with, but far more important than the formulae, far 
more important than distance from capita, is whether 
we are actually delivering. In other words, are we on 
the ground getting closer to that fairness, however 
defined? 

(Mr Dorrell) What Mr Congdon wants to do 
instead of concentrating all the time on process is to 
look at the answer and see whether it is sensible. Iam 
not sure whether this is a process yet embarked upon 
but if there is not it is certainly a discipline that we 
need to impose upon ourselves, I agree, in order to 
ensure that we are comfortable with the end result. I 
would repeat the qualification that in order to make 
a serious assessment of whether the result is a sensible 
and right one, we have to wait until it has actually led 
to real resource flows. Simply looking at figures 
produced on a formula and asking whether it looks 
right is to go right back to impressionistic assertions 
and right away from any kind of scientific 
assessment. 


330. One very final point. I do understand that 
point but if, for instance, you did an assessment 
today which actually said—and I do not know what 
it would say but let us say it said—Worthing were 
getting a better deal today than an area like Croydon. 
I am only picking on Croydon because it is my own 
area but it could be Lambeth, it does not really 
matter. We know the funding formula actually has 
more money flowing towards the south coast but, 
primarily because of the age cost profile, it might be 
that the formula is pointing us in the wrong direction; 
it might not. Do we not need to know? 

(Mr Langlands) The point is that there is, for all the 
reasons the Secretary of State has said, no systematic 
study. This is not a process which happens in a 
vacuum. These figures are not handled on the basis 
of the slavish pursuit of the formula passed to people 
back and forward either by bits of paper or numbers 
on a computer screen. There is a discussion prior to 
the resource allocation process between the region 
and Croydon and Worthing and there is a follow-up 
review in the course of the year where the regions’ 
decisions on resource distribution are looked at in 
terms of the results of the health authority 
concerned. Some of these anomalies do arise and 
inform, at regional level currently, a judgement that 
is made usually about the pace of change. There is no 
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systematic or scientific process at this early stage in 
the process but there are some pretty clear and hard 
headed discussions about the results that are 
achieved with increased resources or the extent to 
which a losing district could withstand pressure. My 
colleagues in South Thames region will have had 
precisely these discussions with Worthing and with 
Croydon this year and they will again next year. 


Audrey Wise 


331. I agree with the thrust of David Congdon’s 
question and it is an extremely important one. In 
answer to a previous question, the Secretary of State 
said that the needs element would pick up and correct 
any distortion that came from the age element. I 
should like to put it round the other way and suggest 
that the age element, especially now we know it is of 
equal weight to the needs one, may in fact be 
preventing the proper use, the proper effect of the 
needs weighting, that it is not that the needs 
weighting corrects any errors on the age weighting, it 
is that the age weighting actually renders ineffective 
the needs weighting. I can see the Secretary of State 
frowning and I know this is not the easiest of topics 
for any of us but if I can fill in a little bit of the 
vacuum that was mentioned by one of the witnesses 
a minute ago, the Director of Public Health in 
Croydon did supply us with some very, very useful 
evidence. He says that in a comparison of 22 
retirement districts, which gained 6 per cent or more, 
a comparison between them and 15 inner city and 10 
new town districts which lose 6 per cent or more, he 
found that the latter group had the highest level of 
deprivation, the highest percentage of low birthrate 
babies, the highest standardised mortality ratio and 
the highest hospitalisation figures and various other 
things where they were higher as well but that is a 
long enough list. It seems to me to be very 
paradoxical that a formula could produce a loss for 
them in comparison with the retirement areas. I think 
that this is more that Mr Congdon is not asking for 
a return to anecdotes or impressionistic accounts of 
this, he is asking for an answer which takes account 
of that. The formula does not seem to take account 
of it, it seems paradoxical. Perhaps we would have a 
more accurate formula if we just left out the age 
element altogether because then any extra health 
needs that came to a district because their population 
was older would be picked up by the needs element 
which deals with how much hospitalisation, etcetera. 

(Mr Dorrell) There would not be very much 
support around the system for the proposition that 
we should look at need and look at local cost variants 
and we should not take any account of age in the 
distribution process at all. I have just been handed 
the difference in the average expenditure per head 
over the three years 1990-1993 across age range. For 
young people between the ages of five and 15 the 
average expenditure per head is £174 per year. For 
population over 85 the average expenditure per head 
is £2,306 per year. We would run into pretty serious 
difficulty if we tried to say that capitation should 
proceed without taking account of that at all. I find 
it very hard to see which of the three elements of the 
formula we should even contemplate dropping as a 
legitimate driver of resource allocation. What I do 
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accept is the proposition that before we change 
substantially the relative flows between one health 
authority and another, we should ensure that the 
change we are making is one that delivers a 
reasonable result to the affected health authorities 
and that is why, in answer to Mr Bayley’s earlier 
question, I said that in making decisions about how 
quickly we narrow the gap between target and actual, 
we shall look carefully at the effect of the decision 
implied by this formula on individual health 
authorities. We do have to remember that although 
I have accepted the principles of the formula and I 
accept the importance of fair distribution informed 
by a formula, decisions about which health authority 
gets how much money are not for the formula or the 
University of York, they are for the Secretary of 
State. They are informed by the formula and not 
dictated by it. 


332. Secretary of State, you quoted averages but 
averages are simply that and they can conceal a very 
wide range. There is nothing that says that in one 
area an 85-year-old or a 75-year-old or whatever is 
going to cost the same or the range of costs is going to 
be the same as in another area. Averages can be very 
convenient but they are not really all that scientific. 
Since you are invoking science, could I ask that you 
study some of the evidence that has been given to this 
Committee on this very subject because it has not 
been given in a partisan spirit at all, but purely in a 
spirit of information and some of these very points 
are dealt with in the evidence, the fact that in one area 
a person of a given age can actually cost the health 
authority quite a lot different from a person of the 
same age in a different area with a different social 
background, health history, affluence, etcetera. 
Could I say that perhaps I was overstating my case in 
suggesting a removal of the age element, but could I 
ask that you be prepared to consider whether giving 
equal weighting in this final reckoning is the best 
possible way, bearing in mind it does produce 
paradoxical results. Would you perhaps just be 
prepared to look at the evidence that we have been 
given and give consideration to it? I do not want to 
try to trap you because I realise that after a fortnight, 
if I do, you will say no, it will be counterproductive. 
Could I just give you the opportunity of keeping 
open the possibility of saying yes at some time in 
the future? 

(Mr Dorrell) 1 have already said that I regard the 
formula as being an important aspect of delivering 
fair allocation of resources round the Health Service 
and that I propose to take a continuing and personal 
interest in its operation and the results that it 
produces. I do not have any difficulty with agreeing 
to continue to consider proposals for change made 
for the formula. In the end we have always to 
remember the point I made in answer to the last 
question, that the formula is a serious attempt to 
assess the fair distribution of resources round the 
system, but I am never going to be in a position, 
however much I work at the formula, of simply 
coming back from the Treasury and saying this is my 
amount and feeding it into the computer and 
allowing the formula to do the rest. I do not think 
that is how resources are effectively used in the 
National Health Service. 


Mr Bayley 


333. I am glad we have an ex Treasury Minister 
here. Last year we asked the then Secretary of State 
whether she would be prepared to make public the 
Department of Health’s economic model, the model 
that is used in the preparation of the Department of 
Health’s annual PES bid. We reminded her that the 
Treasury economic model has been in the public 
domain for many, many years. It is used basically by 
analysts and academics, even by opposition parties 
and one never knows when that might come in useful. 
If it is possible to put the Treasury model in the 
public domain, surely it must be possible to put a less 
critical Department of Health model in the public 
domain. I do stress that this Committee is not asking 
for the Government’s assumptions which are fed into 
the model, your assumptions on pay or 
pharmaceutical inflation rates; clearly it would not be 
possible for Government to do that. However, the 
structure, the rules for the model, would be an 
enormous help to us as a Committee and to other 
Health Service analysts and in the spirit of open 
government which you have talked about hitherto, is 
that something which you would be prepared to do? 
We were told last year three times by the then 
Secretary of State that she agreed to reflect on the 
proposal. We wondered whether a year was long 
enough for reflection. 

(Mr Dorrell) As I understand it the position 1s that 
she did reflect and concluded that it was not an 
attractive course to publish the details of the model. 
The reason why that was her view—and I must say | 
concur with it—is that I actually do not think that 
any party, either in Government or in opposition, 
should accept the proposition that the resources 
available to the Health Service should be decided 
according to a formula which aspires to measure the 
growth or the movement of demand for health 
service. I would have thought it was common ground 
in all parts of the House that as society gets richer, the 
common experience in this and all other countries is 
that consumers spend a rising share of their income 
on health care and no society has yet come up against 
the position where as the consumers are willing to 
spend more money on health care they run out of 
things to spend it on. Decisions about how much 
resource the Government is prepared to commit to 
our NHS are driven frankly by factors other than 
assessments of emerging need within the Health 
Service. That is not to say they are unimportant and 
we do seek to calculate them. The judgement about 
how much resource to commit to health care is 
quintessentially a political judgement. I do not 
actually think this is a parallel case to the discussion 
we have just had about fairness within the system 
once the total is fixed, nor do I think it is a parallel 
case to the Treasury’s economic model which does 
not seek to make decisions about specific spending 
levels, it simply seeks to project the course of the 
economy over a period of years forward. 


334. Last year the Department of Health did well 
in terms of its PES settlement; the then Secretary of 
State said in her press release that it received 0.85 per 
cent real growth. What we as a Committee should 
like to know is what were the arguments which were 
advanced which achieved that settlement? 

(Mr Dorrell) So would I. 
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335. We suspect that there may be some files 
available to you which you could peruse, which you 
may indeed wish to do as you get into the PES round 
this year. If you do not feel it is appropriate to tell us 
the formula, can you tell us what are the variables 
that you feed into the formula without necessarily 
telling us what weighting you attach to the different 
variables? 

(Mr Dorrell) If Mr Bayley is asking me to tell the 
Committee what are going to be the arguments I shall 
use in the public expenditure round this year, I am 
afraid I am going to keep those up my sleeve. I do not 
wish that my colleagues elsewhere in Government be 
given advance warning of them. 


336. That was not the question I was asking, 
although I wish you had answered it. The question I 
was asking was: what are the variables within the 
Department of Health’s PES model? You say you are 
not prepared to tell us how they are weighted but 
what variables do you feed into your model of 
demand and cost for the Health Service? Or could 
somebody write us a note on that perhaps? 

(Mr Dorrell) 1 am honestly puzzled at how that 
information is useful. I will reflect on whether we can 
provide something that is of use. Without revealing 
my hand to my Treasury colleagues, I certainly do 
not intend to set an undue amount of weight on that 
kind of calculation in the discussion that I have with 
them because I do not actually think that there is any 
difficulty about balancing resource with demand for 
health care. At whatever level of resource we commit 
to health it seems to me that people will come 
forward and find uses for it. The thing that 
determines the growth of the Health Service is much 
more the available resources and the opportunities 
that are there for the development of health care 
rather than a kind of independent emergence of 
demand which has nothing to do with the available 
resources. I do not believe that they are divorced in 
the way that Mr Bayley’s question implies that they 
might be. 


337. Could I ask whether Mr Reeves has anything 
to add? 

(Mr Reeves) I could say two things. One is that in 
actual fact we did provide supplementary evidence to 
the Select Committee this time last year on the PES 
model, as the Secretary of State promised and it is 
worth quoting because it reinforces what the 
Secretary of State said. The term PES model is used 
for convenience but is in itself something of a 
misnomer since it is not an economic model in the 
sense for example of the Treasury model. It does not 
use sophisticated econometric techniques but simply 
makes a number of separate trend projections of the 
relevant variables using a simple regression. Then it 
goes on to make an explanation about the various 
variables which come into play in terms of the model 
we use. I should be very happy to provide this 
information again if the Committee so requests. 


Mr Congdon 


338. In the public expenditure questionnaire, 
Chart A4.1 it shows the percentage of HCHS current 
expenditure in the acute sector on acute Services. 
That shows that in 1983-84 the percentage was 46.2 


per cent and in 1993-94 that percentage had increased 
to 48.2 per cent. How do you reconcile this with the 
Department’s policy of shifting resources from the 
acute hospital sector to the community? 


(Mr Dorrell) The answer to that is firstly that I 
believe there has been a number of statistical 
readjustments, probably I imagine illustrated by this 
heavy line, in particular in 1990-91. The kind of 
comparisons that Mr Congdon is seeking to make 
are at risk of being unreliable. That is the first point 
I would make in response to that question. The 
second is to say that I believe it is true that 
community health services, when measured as a 
proportion of the whole, have seen a more significant 
increase in their share than the statistical move that 
Mr Congdon points to for the acute sector. Third, of 
course it has never been our contention that the acute 
sector is in any sense unimportant or the acute sector 
is to play a declining role. What we have sought to do 
is to develop the community and primary health care 
services of the NHS and on the figures, comparing 
1983-84 with 1993-94 with the caveat that these are 
not directly statistically comparable, community 
health services accounted for 9 per cent in 1983-84 
and 15 per cent in 1993-94. Community health 
services have seen quite a sharp increase and the 
change in the share accounted for by the acute sector 
is relatively small and is statistically suspect because 
they are different sides of the heavy line on the chart 
that Mr Congdon refers to. 


339. Could I ask for two points of clarification on 
that because it is very, very interesting? I think the 
problem of the comparison was something to do with 
capital financing. Would your officials be able to let 
us have a note clarifying that point because it is an 
important point, whether that is the complete 
explanation for what if you look at Chart A4.1 would 
indicate the 46.2 per cent to the 48.2 per cent? It 
would be interesting to see that. 


(Mr Dorrell) We can certainly offer as much 
clarification as we can, but remembering that these 
are statistics collected, the old ones, pre-Koerner are 
they not? 


(Mr Reeves) Yes; absolutely right. There are three 
major differences. One is that the original figures are 
based on deaths and discharges which are then 
replaced by finished consultant episodes from 1988- 
89. Second, Mr Congdon is absolutely correct in the 
sense that the data does now include capital charges. 
The third point would be that fundholder 
expenditure is included under acute expenditure. 
They are three basic discontinuities in financial data 
which makes it very difficult to compare 1983-84 with 
1993-94. 


340. You mentioned 15 per cent on community 
services. I have chart A4.1 in front of me and I am 
just wondering which parts of the pie chart the 15 
per cent— 


(Mr Dorrell) 1 am told it is not in here but it will be 
in a piece of further written information that will be 
submitted to the Committee. 
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Mr Bayley 


341. In reply to Mr Reeves, I have looked back at 
the additional memorandum the Department 
submitted last year. I wonder whether it would be 
possible, perhaps I could leave with the Secretary of 
State the thought that it might be possible, to release 
a working, using your model, from some years ago, 
you to choose the period. I ask the question seriously 
because I have had academics saying to me that they 
make assessments of what sort of future revenue 
funding needs the Health Service will have and they 
are asked to give advice to health authorities, so are 
firms of consultants and so on. To have a guide as to 
how the Department does that without having details 
of the Department’s assumptions would be 
something that is useful. Could I simply ask that you 
reflect on whether it would be possible for you to go 
further than you went last year, possibly by doing 
that, possibly by releasing some further information? 

(Mr Dorrell) lam happy to reflect on what it would 
be sensible to provide to the Committee. I will, if I 
may, guide my reflection with the thought that I will 
provide to the Committee information which plays a 
serious part in our decision-making process. What I 
do not want to do is to provide information which 
encourages the belief that we can have an 
independent driver of what the level of demand is, 
unrelated to the level of expenditure on the Health 
Service, because I do not actually believe that is real. 
To the extent that we feed the belief that this is 
something which grows independent of the resources 
committed to it, I would be reluctant to go down that 
road because it is a misrepresentation of what 
actually happens. 


Mr Sims 


342. I wonder whether there is a_ similar 
explanation to the one you just gave to Mr Congdon 
and the information that will be forthcoming with 
regard to spending on the elderly where, again, Chart 
A4.1 appears to show that the proportion of 
expenditure on the elderly as a proportion has 
decreased from 12.7 per cent in 1983-84 to 12.5 per 
cent 1993-94. Given that we all know we are an 
ageing population and that there has been a 55 per 
cent increase in the over-85s in that period it is 
difficult to reconcile the two sets of figures. 

(Mr Dorrell) 1 think Mr Reeves has the 
explanation for this. Can I invite him to give it to the 
Committee rather than you getting a garbled version 
through me. 

(Mr Reeves) I would just come back to chart A4.1 
and why the Secretary of State made the more 
relevant statistic in terms of the increase from 9 to 15 
per cent on community because it is very difficult 
looking at chart A4.1 actually to work out precisely 
the totality of community expenditure from that pie 
diagram. The figures are in fact based on the 
departmental report but we can provide additional 
information if Mr Congdon so wishes. In terms of the 
answer on the elderly, again we have a definitional 
problem in the sense that the expenditure for the 
elderly does not include acute services for the elderly 
and they have increased, as we well know, in recent 
years. Second, there is the counterbalancing effect of 
the increasing demographic pressures offset to a 


degree by the reductions in the length of stay. It is 
very difficult to come to a firm conclusion in terms of 
the relative quantitative importance of those two 
factors. That is the position. 


343. So the figures as a proportion are accurate but 
you are saying that we should not necessarily put the 
interpretation on them that we may be tempted to do. 

(Mr Reeves) There are problems of definition and 
I hope that I have given an answer, given those 
problems of definition, what I believe the two 
counterbalancing reasons are for expenditure on the 
elderly being fairly constant over the period. 


344. Fairly constant. 
(Mr Reeves) Yes, the figures you quoted of 12.5 
and 12.7 per cent. 


345. One might have expected that they would 
actually increase given the substantial increase in the © 
number of the elderly. That was the point. 

(Mr Reeves) If you do include acute expenditure 
on the elderly I think you would find those 
percentages did indeed increase. 


346. That is absorbed into the acute services 
generally. 
(Mr Reeves) That is correct. 


Mr Spring 


347. I should like to turn to a memorandum which 
was submitted by the Association of Metropolitan 
Authorities and the Association of County Councils 
relating to what they believed was the smallness of 
the increase of spending on personal social services 
and service reductions that flowed from this. They 
submitted evidence showing that 39 out of 59 
authorities responding to a survey had actually made 
net reductions in their budget and that excludes 
special transitional grant and also price and pay 
increases. What evidence therefore is there to suggest 
that these reductions actually have taken place in 
their budgets? 

(Mr Dorrell) 1 will, if I may, ask the resident 
ministerial expert on this subject to answer the 
questions on personal social services which the 
Committee may wish to put. That does not imply in 
any sense a disengagement on my part, as I think the 
Parliamentary Under-Secretary will attest, but he is 
more an expert in detail than I am. 

(Mr Bowis) From what Mr Spring was saying we 
are maybe talking about two different surveys that 
were carried out, albeit within local government. One 
was by the local authority associations and the other 
by the Association of Directors of Social Services. 
The one carried out by the LAAs was very much in 
response to our request to them to participate in the 
community care funding advisory group, which is to 
look ahead at future funding. The ADSS was seeking 
to compare its present budgets with last year’s 
budgets. That does not imply any criticism of the 
question, it is just that we need to be clear that there 
are two issues there. Budgets of course vary during 
the course of the year as we know. The answer to the 
specific question as to whether I think it is right, is 
that it is too early to say, partly because we do not yet 
have all the figures in from the local authorities. 
There are round about six still to come and I could 
find the names of them if you so wished. They come 
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in to us through treasurers of local authorities to the 
DOE with all the other service budgets and then 
come to us. What we can say is that if that figure, 
which may well be true, is right, some 39 out of—you 
said 59 but in fact of course it is—109 authorities, if 
they have reduced their budgets that could be for a 
whole variety of reasons. It does not mean to say they 
have reduced their services; it may be that they have 
made efficiency savings and been able to produce 
services for less. Nor do we know of course whether 
the other 70 are thereby increasing their budgets. 
What we do know is that the ADSS survey showed 
that on the whole PSS budgets have been protected 
within local government and we do know from the 
global figure that we have from DOE that the overall 
position is that spending on social services is in the 
current year some 7.3 per cent above the SSA. 
Although it is too early to give a specific answer to the 
question, that is the background to it. Could I just 
add, of course, that ADSS, if I have picked up the 
question correctly, are excluding the special 
transitional grant. That is probably a mistake 
because of course the special transitional grant is not 
just the element that was transferred from the benefit 
system, the former DSS IS system but includes the 
£140 million that was put in for establishing 
community care which runs on year by year. That is 
£140 million extra every year, plus the £30 which we 
have in this year for respite, making a total of £170 
million. 


348. The point is that they have commented to us 
that there have been service reductions and the point 
that the Minister makes is that it is very unclear what 
this actually means. There may be savings in other 
ways and that is something which could usefuily be 
clarified. 

(Mr Bowis) The answer is yes, it will be clarified as 
we see how the year develops. What we do know is 
that the evidence is that social services departments 
have managed to secure a higher level above SSA, at 
the 7.3 per cent above SSA that I mentioned in the 
current year, which is doing rather better, I may say, 
than other services such as education. Money is one 
thing. The efficient use of resources is another and 
that is what we wait to see. 


Alice Mahon 


349. The local authority associations told us that 
there were specific service reductions identified and 
they covered the whole range of services including 
day care places for elderly people, services for people 
with learning disabilities, services for children and 
families in the community, and general staff 
reductions with service implications. All of us round 
this table know and certainly I could use Calderdale 
as an example of where there has been a very large cut 
in personal social services so that we are getting rid 
of a whole load of visiting wardens, about 50 are 
going, we are losing home helps, home care 
assistants, specialist social workers, respite care has 
been cut. We could all give examples of where actual 
service cuts have taken place. There is even more 
pressure on the service according to the evidence we 
received from the AMA because they are talking 
about the extra they are going to need for 1996-97 
because of Government legislation. I know my own 


local authority, Calderdale, are facing another round 
of cuts. They are talking about 300,000 already at 
this stage in the cycle of cuts next year in personal 
social services. There have been cuts in actual service, 
this is not just, you know ... 

(Mr Bowis) The reality is that social services have 
had a fair deal within what has been a tight settlement 
this year for local government as a whole. The social 
services’ standard spending has increased by 9 per 
cent. That is a fair deal. It is particularly of course at 
that level because of the support that we have given 
and including that extra £170 million I have 
mentioned to community care. Over the course of the 
three years we have now put in an extra £1.8 billion 
to social services for community care. It now depends 
on the services using the resources that are there. I 
cannot do better than quote the Audit Commission 
who have shown that community care has got off to 
a good start but where authorities—and some have— 
got into difficulties that has very often been because 
of poor financial control or an unwillingness to use 
the independent sector or indeed an unwillingness to 
use the resources within the PSS SSA, ‘that is the 
indication by Government as to what could and 
perhaps should be spent on an area but a reluctance 
to spend up to that. There is quite a long list of those 
authorities. which have, certainly until the current 
year, been spending PSS money on services other 
than PSS. It is their decision but they cannot then 
claim they are not getting adequate resources on the 
social services side. 


350. But the Minister knows that personal social 
services’ budgets are not ring-fenced and that if 
councils want to keep within budget they are faced 
with all sorts of incredibly difficult choices. We are 
still left with the fact that real services are being cut 
and being cut drastically and people are staying for 
shorter periods in hospital, elderly and more 
vulnerable people, going back to become the 
responsibility of the local authorities and the fact is 
that real front line services are being cut and many, 
many authorities are faced with the same amount of 
cuts next year. The Minister cannot avoid that. 

(Mr Bowis) The Minister cannot avoid 
acknowledging what may be happening in some local 
authority areas. What he can say is that if you look 
at the facts in some of those areas, these are exactly 
the authorities which are being criticised for not 
spending the PSS SSA as they are entitled to. 
Perfectly fairly they have decided to spend it on 
carparks or some other service. When we had the Isle 
of Wight problems it was because they were spending 
it on the fire services for the island. I do not complain 
about that. All I say is that they were not spending up 
to the PSS SSA. I could list, if you wanted me to, the 
authorities who for 1994-95 were spending under 
their PSS SSA. It might just be significant because 
these are very often the names that come up as being 


the ones in financial difficulties. Those are: 
Lewisham, Tower Hamlets, Ealing, Newham, 
Redbridge, Manchester, Wigan, Knowsley, 


Barnsley, Doncaster, Walsall, Wakefield, Cornwall, 
Devon, Dorset, East Sussex, Hampshire, Isle of 
Wight, Leicestershire, Lincolnshire, Norfolk, North 
Yorkshire, Shropshire, Somerset, Suffolk, Surrey 
and West Sussex. Within those areas, some of the 
directors such as the Director of Social Services for 
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Surrey, have acknowledged that they took their eye 
off the ball and they lost financial control and they 
had difficulty clawing that back. They acknowledged 
that they made errors which have been subsequently 
picked up by the Audit Commission. We know, for 
example, in Lancashire when I was there I was given 
figures which showed that if the county were to use 
the independent sector they could save £93 per 
person per week in residential care, making a total 
saving of some £10 million for social services and 
another £5 million could be saved if the independent 
sector were used for day and domiciliary care. When 
I took those figures to ask the county council and I 
asked the leader of the council and the director and 
the chairman of social services if those figures were 
acceptable to them, they did not reject them and they 
have not rejected them since. It may well be a 
reasonable assessment of the resources that are there 
if they can be better used. We know also from Essex 
that there, because of a change in the charging 
system, the county lost £1.25 million which could 
have been spent on front-line services. We know that 
in Hereford and Worcester £413,000 was spent on an 
administrative block which could have been used on 
front-line services. We know that the Audit 
Commission in a separate report has shown that 
some £500 million—£4 billion—could be found if 
better payroll policies were implemented. Those are 
all resources which could be put into front-line 
services. All I am saying is that we are in the early 
stages of the implementation of community care. It 
needs to settle down, it needs to have this financial 
control established, criteria set, the best use possible 
made of the independent sector, best use possible of 
resources. We have a lot of goodwill from the 
directors of social service in this. I think we will find 
that as the policy progresses, the control and 
spending on social services will be such that the 
policies will be manageable that Alice Mahon is 
looking for. 


351. Lots of pressures are coming on the existing 
services because of Government legislation, because 
implementing for example things like the Children 
Act was never funded properly. The Minister can 
give lists because we are in a transitional period with 
community care and the special transitional grants 
and because of the emphasis that is placed on finding 
models of care in the independent and private sector. 
He can do all that but at the end of the day social 
services up and down the country from local 
authorities of all different persuasions are facing 
front-line service cuts. I think that bodes badly for 
the Department. 

(Mr Bowis) Mrs Mahon referred to the AMA’s 
budget that they are saying they need for the future 
and I have looked at that budget and in total they 
were asking for an additional £847 million. Apart 
from the fact obviously that we hope to play our part 
in the overall Government policy of keeping inflation 
down and keeping public spending at a reasonable 
level, if one looks at the figures which make up that, 
some of them do not really stand up or some of them 
are unexplained. For example, they look for a £605 
million figure for community care for 1996-97, in fact 
we have estimated that a figure of £418 million would 
adequately reflect, broadly speaking, the net costs of 
the additional people coming into the system, net of 


those who are leaving it. We must always remember 
the extra £170 million because authorities do forget 
that is there and it is there for every year of the 
spending. There are various figures in there which 
one would need to have clarified. There is £92 million 
under the heading of other desirable changes. There 
is £40 million set down for the Carers’ Act, and the 
Carers’ Act after all implements what should be 
currently good practice. There are figures for 
children of £51 million. No explanation of what these 
are, the Criminal Justice Act and so on. The bottom 
figure, perhaps the most significant of all, is the fact 
that against efficiency savings and increases in 
income, which is charges and efficiency savings, they 
just put down £62 million which is under 1 per cent. 
It is reasonable to look for something more than 1 
per cent of efficiency savings, not least at a time when 
the Department of Health itself has been making 
tremendous progress towards making its own 
efficiency savings and over the next two years is 
aiming to save some £39 million in its own budgets. 
We all need to play our part in using the taxpayers’ 
resources as efficiently as possible. 


Audrey Wise 


352. I was interested in the Minister’s list of 
examples, especially as he included Lancashire and 
made suggestions for savings. One of the suggestions 
was that they should use the private sector for old 
people’s homes, residential care. Is he aware that 
every time Lancashire tries to close its own 
establishments—and it does do that—there is an 
outcry in the county, not least from the elderly people 
living in the establishments. He also suggested that 
the private sector should be used for domiciliary care. 
Would he care to explain why he wants to thrust this 
on county councils, when at the same time his 
Department resolutely refuses to implement a 
registration system for domiciliary care? Why should 
people have unregistered carers or helpers going into 
their homes when it would be perfectly practicable to 
have a national system for minimum standards and 
proper verification of the trustworthiness of the 
private carers concerned? 

(Mr Bowis) | said the independent sectors; it is not 
just the private, it is the voluntary sector as well of 
course. Of course one has to take into account the 
views and the feelings of people who are currently in 
Part 3 homes but one could do this over a period and 
one could explain what is happening and very 
often—I know from my own experience in my own 
constituency, a few years after a home has been taken 
over by the private sector or by the voluntary sector, 
the residents are so pleased at the improvement in the 
quality of care and quality of the environment that 
they wonder why they ever worried about it. Of 
course one has to take them along with one. It is not 
just the permanent residential care, we know that the 
figure nationally for long-term placements in local 
authority run homes is 34 per cent. For short-term 
placements, and this is very much the respite 
provision, it is 78 per cent in Part 3 homes. There is 
no question of anyone being upset in those cases. A 
lot of savings could be made, better use of resources, 
which would then free up more resources to cover the 
sort of services that Audrey Wise is anxious to 
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continue. On the question of domiciliary services, we 
have made very clear that this is one of the areas 
which we are looking at in the overall review of 
inspection which is starting this year. We have also 
made it very clear that local authorities placing 
domiciliary care contracts with the private or the 
voluntary sectors have the right through the 
contracting system to make sure that adequate 
standards are maintained for their people. It is 
equally true that in many parts of the country 
voluntary registration and inspection systems have 
been set up. It is also true that the biggest groupings 
of private sector domiciliary care agencies have their 
own codes of practice, not least the one, which is 
probably the biggest, which is organised by Mrs 
Michael Meacher. 


Mr Marshall 


353. The local authorities’ evidence to the 
Committee argued that total standard spending had 
been increased by only 0.01 per cent in 1995-96 once 
allowances have been made for the additional 
community care funding. In the past the Department 
has accepted that a 2 per cent real increase in 
spending is necessary each year to meet inescapable 
increases in demand. What scale of increase in 
personal social services’ spending is necessary each 
year to meet demographic and similar pressures as 
well as the consequences of policy changes? Would 
the Minister also care to estimate the benefits from 
efficiency savings which he clearly thought could be 
substantially higher than suggested by the local 
authorities themselves? 

(Mr Bowis) I would not put a figure on that last 
point but undoubtedly there are very substantial 
savings that could be made. It is not just my 
Department saying this, it is the Audit Commission 
highlighting this as a factor. On the original point of 
the 0.01 per cent, this probably ties up with the 0.7 
per cent which we would recognise. What is probably 
missed out of that is the additional £10 million for 
mental illness specific grant but I will not quibble 
about that. The fact is that overall for social services 
we have a 9 per cent increase but I acknowledge that 
the bulk of that is for community care. On the 
question of what we estimate for demography, it is in 
the figures which we have given you and is I per cent 
for the current year. I acknowledge that on that basis, 
if I take my 0.7 per cent, there is a 0.3 per cent which 
we would be looking for efficiency savings to cover, 
plus such other growth areas as one might wish to 
see. It is—and I acknowledge—a tight settlement. It 
is a fair one and it is particularly fair where social 
services are concerned within the whole of local 
government. We do need to look for these efficiency 
savings and in answer to the previous question I ran 
through some of those areas where we think there is 
scope for better use of resources, savings to be made 
and then front-line services could be protected. 


Mr Congdon 


354. There does appear to be evidence that some 
local authorities are finding it more difficult than 
others to manage with all the ramifications of 
community care and the new responsibilities. There 


is also some evidence that some of them, as a 
response to the need to deal with those clients who 
are in greatest need, have had to tighten up on their 
eligibility criteria and thereby restrict services only to 
those at the very heavy end of need. What evidence 
does your department collect about changes in 
eligibility criteria? Are they currently set at a level 
which enables you to conclude that the resources are 
sufficient or not to meet need? 

(Mr Bowis) 1 would have to say that eligibility 
criteria are and must remain a matter for local 
decision. We expect from April next year the 
eligibility criteria to be published as part of the 
community care charters and so they will be visible 
and therefore the local communities will be able to 
judge whether they are fair or not. Eligibility criteria 
of course are linked to resources and available 
resources. That must be right; that is common sense 
but not rigidly so. If, for example, one looked at it the 
other way round and one were to have an increase of 
resources it does not mean to say one would 
necessarily lower the eligibility criteria. One might or 
might not. One might choose to introduce new 
services. There is a link which is clearly there. One of 
the changes I can identify as happening, though I 
could not quantify it, is that in the second year of 
community care we have seen a realism about the size 
and costs of packages that were being put together 
for domiciliary care. If I could just give you one 
example, in Gloucestershire, when I was visiting a 
nursing home, the nursing home also provided care 
packages to people’s homes. They had contracts to 
provide care packages to people’s homes for £1,000 a 
week when those same very pleasant nursing homes 
could accommodate people for £300 a week. That is 
correcting itself as social services departments move 
into the subsequent years of community care. 
Eligibility criteria are something clearly that can be 
looked at. I am not sure they can be compared 
because they depend on local priorities and 
preferences and historical traditions and so on. They 
certainly cannot be measured. Since we do not have 
national standards for social services in this area, nor 
should we, instead we will undoubtedly be looking at 
them as we go but the real comparisons of 
monitoring will be the reviews that are undertaken by 
the Audit Commission and the Social Services 
Inspectorate and by the discussions we are having 
with the LAAs and ADSS as we look to both the 
future funding of community care, the group I have 
already mentioned, and indeed our community care 
development programme which is where the policy 
goes in future. 


355. Can I press you a little further? I understand 
the point that the eligibility criteria are something 
that is settled locally, but there does appear to be 
evidence that one of the results of the pressures on 
some social services departments is that they are 
starting to withdraw from some areas of service that 
they have hitherto provided. Let me be very specific. 
There is evidence that some authorities for instance 
have dramatically tightened their eligibility criteria, 
say, for domiciliary care, what was always 
traditionally known as home helps. Whereas ten 
years ago, let us say just to elongate the timescale, 
someone would probably be able to get a home help 
to go to do the shopping, go to do a bit of cleaning, 
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some local authorities seem to be withdrawing from 
providing that sort of service. What would be your 
reaction to that? What would you see as the social 
services’ responsibilities in that particular area? 

(Mr Bowis) My response must be that that is a local 
decision. If the local decision is taken it must be clear 
and must be understandable. It must be published in 
the community care charter as to what sort of 
standards people can expect. The local authority 
must then expect to have public debate as to whether 
that is the sort of standard that they wish to see. I 
would also say that one of the things that they and 
elected members should look at very carefully, 
elected local government members, is whether it is 
really necessary to withdraw a service or whether by 
spending the resources they have more efficiently, 
including using the independent sector, including 
using the resources that the taxpayer has provided 
and having good financial control, one could not 
provide for the sort of front-line services that you are 
talking about in addition to what they see as the 
higher priority ones. 


356. But what if the problem that local authority 
had found themselves in was not due to them being 
inefficient, was not due to them misusing resources 
and being unwilling to use the independent sector 
when necessary, but was actually due to the STG 
perhaps not being sufficient. We had a great debate 
in this Committee some time ago—it must be two or 
three years ago—when we looked at the funding for 
community care. What if an authority were actually 
faced with a situation where the problem was not 
really one of their making as such but was actually 
due to inadequate levels of STG? 

(Mr Bowis) It is not so much STG because STG is 
just one part of the resources available, but I take the 
point. It is whether the resources are available, 
whether it is a fair distribution and so on. That is one 
of the reasons why we have set up our advisory group 
on funding, to look at the sort of cases where there 
may be anomalies. We are very happy to look at 
those. Of course we look at the SSA each year and we 
feed into the Department of the Environment’s 
process each year the social services’ views on those 
elements of the SSA which might be changed year on 
year. There is another element which I happen to 
know the DOE is also looking at which is one, for 
example, which affected Gloucestershire—when they 
came to see me they showed that it was a problem for 
them—that was the area cost adjustment. They had 
Wales on one side and Oxfordshire in the South East 
on the other and they felt hard done by. Those 
elements can all be looked at and that is perfectly fair 
and we have an open door in terms of ideas from 
authorities on that. Beyond that it has to be efficient 
use of resources. 


Alice Mahon 


357. Did I understand correctly that you said you 
are going to publish the eligibility criteria next year? 

(Mr Bowis) No, I said that each social services 
authority should publish as from April in their local 
community care charters their eligibility criteria. 


358. It is very clear to me that it is cost led when 
they tighten up on eligibility criteria. Let me give you 
an example. In Calderdale, because of the budget, 
they are getting rid of 50 wardens and replacing the 
wardens with electronic devices. It is very 
controversial because elderly people prefer a human 
being visiting. In a perfect world they could have 
both if they wanted them. In Leeds, for example, they 
have an excellent warden and home help service and 
they are not experiencing the same cuts. You have 
said you are against national standards. Do you 
think it is fair that in Halifax the elderly people I 
represent are having to put up with this and yet in 
Leeds they get this excellent, first class service? 

pape Bowis) It is not a matter of whether I think it 
is fair. 


359. Are you not responsible for national 
standards? 

(Mr Bowis) It is a matter for the people of your 
area and the people of Leeds as to whether they think 
it is fair. The whole purpose of having community 
care charters is that you look at the local wishes, local 
priorities, you consult on it, you ask people what 
their priorities are, whether it is for the wardens or 
electronic devices. They may have a view on that and 
Mrs Mahon will no doubt represent the views of her 
constituents, the local councillors will do so and that 
council will come to its view on how to spend the 
resources it has. Of course cost of services is one of 
the factors but one of the reasons for costs of services 
being a factor is that one wants to be able to have the 
widest range of services possible. It may be that one 
wants to have a limit on spending in one area in order 
to open up new possibilities of service and spending 
in another. That is for local decision, that is the 
democratic process and that is why it would be wrong 
to have national standards, it is much better to have 
locally published standards. 


Audrey Wise 


360. Turning to a different subject, emergency 
admissions are increasing, up by about half a million 
between 1988-89 and 1993-94. We understand that 
you are looking for the causes for this and that you 
are looking at local level. | wonder whether you yet 
have any clues as to the factors which may be 
contributing to this increase? 

(Mr Dorrell) No, I cannot come to the Committee 
with new insights on that subject. It is clearly 
something that is a trend which has been evident for 
some years. It really is in the first instance for the 
local health authorities who are responsible for the 
design and the purchase of health services for their 
local communities to satisfy themselves that the 
demand and the use of emergency admissions and 
that aspect of health care reflects a real need and 
reflects the best way of responding to that need on the 
part of patients. It is something where we are 
examining through the purchaser chain in the Health 
Service the different experience of different health 
authorities but I would not want to hold out to the 
Committee the proposition that there is going to be 
a central national steer that will respond to that 
trend. It really is for local health authorities to see 
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what is happening within the pattern of care in their 
own area and ensure that is the best way of 
responding to patient need. 


361. Is it your intention to make additional 
resources available to ensure that emergencies are 
dealt with in a timely and competent manner? 

(Mr Dorrell) Dealing with emergencies is 
obviously by definition an extremely high priority 
within the Health Service. It is something which in 
the huge majority of cases not merely the patients 
themselves but their families and friends and also 
external commentators will concede is one of the 
strong points of the National Health Service that 
people who have an emergency health need are 
overwhelmingly likely to have that need effectively 
met by the NHS. It is indeed a first call on resources 
both financial and human. Of course there will be 
occasional experiences either where the service 
strains to do that or occasionally, very occasionally, 
where it fails to meet the standards we would want of 
it and we shall certainly seek to ensure that we learn 
the lessons of that experience. 


Mr Sims 


362. I am sure you will be aware that there have 
been several recent cases where emergency 
admissions have not been given the standard of care 
they could have expected, chiefly because there does 
appear to be something if not a bottleneck at least an 
inadequate number of intensive care beds. Although 
you refer to it as being a local matter, of course quite 
often it is a rather larger matter because the 
particular type of intensive care beds may not be 
available locally but should be available reasonably 
accessible from where the accident occurred. 
Without asking you necessarily to read every word of 
my debate on the topic last week, could I invite you 
to look very carefully at this whole issue of intensive 
care beds and the impact it has on emergency 
admissions and perhaps in the light of this rather 
curious phenomenon of the considerable increase in 
emergency admissions in the last year, whether you 
might at least reconsider the present policy? 

(Mr Dorrell) 1 will certainly ensure that we, as I 
said in answer to Audrey Wise, learn the lessons of 
cases where the service did not meet the standards we 
would seek for it. If I may say so, intensive care beds 
are almost a perfect example of something where 
there may certainly be a lesson to be learned from an 
individual health authority’s experience that we 
would then seek to generalise to local health 
authorities. I would certainly shy away from the 
proposition that what we want is a national strategy 
for ITU beds because the specific need of local health 
authorities is something that they, the managers and 
clinicians in that locality, must be responsible for 
assessing. There will be different drivers in different 
health areas. We must ensure that lessons do not 
have to be learned in every health authority. If they 
are learned once in the Health Service then we should 
seek to generalise the conclusion but we must not 
undermine the responsibility for designing the health 
care system to respond to local health need which 
rests on the local managers. 


363. I accept that but can I just suggest to you, 
Secretary of State, that for example the London area 
as a whole has a problem with regard to the number 
of intensive care beds within it and that is more than 
just each health authority. 

(Mr Dorrell) No, 1 am not seeking to say that each 
health authority will look at provision within its 
geographical confines. Clearly I hope that is a lesson 
which was learned a long time ago. That would not 
be a sensible way of doing it. If there is a need, and 
there will be a need quite regularly for health 
authorities to look together at the need, for a 
particular area, that is something that occasionally 
there may be a need for the regional structure to 
coordinate but it must be locally driven. I am quite 
clear that the meeting of health need in a locality is 
something that is far better governed within the 
locality not as a top down formula driven system. 


Audrey Wise 


364. I do not quite understand that answer because 
it overlooks the fact, it seems to me, that what one 
area is doing can in this particular field have a very 
big effect on another area. There have been lots of 
cases of people having to be transferred long 
distances. This does not only affect London, it has 
affected my area as well and it may well be that a 
particular area feels that it has made proper 
provision but if other areas do not, then their 
provision will be used up by people being brought in 
taking away their beds. It seems to me to be very 
much a question where some sort of national strategy 
would in fact be a very good thing. I am not 
suggesting something completely rigid but a strategy 
is not the same as saying that every area will do X or 
provide X number of beds. A strategy is a much 
broader concept than that. I really do think that the 
Secretary of State is selling the service a little bit short 
by refusing to contemplate a national strategy for 
intensive care beds. 

(Mr Dorrell) If Audrey Wise will accept a 
proposition insisting that the NHS should learn the 
lessons of failure or strain and that good practice 
should be generalised, if that is what she understands 
by strategy, then I accept it. What I am seeking to 
stress is that the responsibility for delivery of a health 
care system, a key element of which is the meeting of 
emergency health need, if that responsibility rests on 
local managers I do not want to do anything which 
undermines their accountability for the delivery of 
that system. That means of course coordinating with 
neighbouring health authorities. It certainly means 
learning the lessons not just of neighbouring health 
authorities but more generally and ensuring that 
good practice is generalised. The responsibility rests 
unambiguously on the managers of each locality. I 
regard it as an important principle of management 
that people should know who carries the can because 
that concentrates minds. 


365. You used the word “accountability” but they 
are not accountable are they to local populations 
they are accountable to you. 

(Mr Dorrell) They are accountable to me and | am 
accountable to the House of Commons. The network 
places the first line of responsibility on the local 
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health authority to design health services that meet 
local health need and that is an important principle 
to safeguard. 

Mr Marshall: Could I support what Roger Sims 
said and say that within London there is a great deal 
of feeling that there is excessive pressure on intensive 
care beds and that that is causing a great deal of 
hardship? 


Mr Sims 


366. I am sure fairly high on that pile of briefing 
that you had to look at when you took office was 
Health of the Nation where an encouraging feature is 
the number of targets where good progress is being 
made. Of course you will also know that in respect of 
three, teenage smoking, obesity and suicide, the 
position has actually worsened in the last year and 
there has been no improvement in respect of the 
reduction in blood pressure in the adult population 
and alcohol consumption. Could you tell us what 
steps you will be taking to ensure that progress is 
being made towards achieving those targets, 
accepting of course that they do not depend entirely 
on your Department, that there are factors outside 
your control concerning other Departments such as 
the level of taxation on cigarettes and alcohol? It is 
argued in the case of suicides that unemployment 
rates amongst young men is a factor. How closely 
does your Department liaise with other Government 
Departments in working towards achieving these 
targets? 

(Mr Dorrell) | actually published this morning the 
second report on progress towards delivering the 
targets that we set out in Health of the Nation. At the 
press conference where I was publishing that 
document, I reported the progress we had made 
towards the 27 targets. There are several where 
progress has been disappointing but actually only 
two where serious contraindications are shown at the 
moment: one is on obesity and the other is on teenage 
smoking. I will come onto those in a moment. May I 
make the point first that Mr Sims mentioned the 
importance of the role of other Government 
Departments? I do think it is important to stress, the 
moment we get into discussion on Health of the 
Nation that the real gain that we have had from the 
Health of the Nation programme is that this is not a 
programme that is simply a Department of Health 
policy. The answer to Mr Sims’ question about the 
role of other departments is that the Health of the 
Nation strategy is a Government-wide strategy. It is 
backed up by a Cabinet sub-committee which meets 
regularly and which is the guardian of the 
Government’s total commitment to Health of the 
Nation asa principle. The principle of it is that where 
the Department of the Environment on_ its 
environment policies has an effect on health 
outcomes, then that should be a factor that is clearly 
taken into account in the design of environmental 
policies. Similarly the effect of the Department of 
Transport’s policy on accidents has an effect on 
health outcomes. The Department for Education 
and their education policies has an effect on people’s 
understanding of the impact of health choices on 
their quality of life. The Health of the Nation 
strategy is a strategy of the whole Government, not 


to be a nanny state; we are not seeking to take on 
decisions which are individual decisions. What we 
want to do is to ensure that people are responsible for 
their own choices about their own lives but that 
where possible we ensure that the choices they make 
are informed choices about the impact of the 
decisions they make. Against that background the 
teenage smoking target is important because it does 
indicate that something that is known to be a health 
hazard is at least not on the decline as we hoped that 
it would be among a key age group, the next 
generation. What do we do about it? By far the most 
effective policy for reducing tobacco consumption is 
the policy to which the Government is committed, of 
gradual but relentless increases in the price of 
tobacco through the increase in tobacco duty. Also, 
we need to ensure, particularly for that age group, 
that they are familiar with the very severe health risks 
they run when they make choices to take up smoking. 
I emphasise the point. I do not think you deliver a 
healthy society in the broadest possible sense if you 
seek to take over individual’s choices about their 
lives. What we should be doing is seeking to ensure 
that when they make choices to take up smoking 
young people know what is the effect of that choice 
when they make it. As far as obesity is concerned, 
very much the same arguments apply in the general 
principle. I do not suppose any of us think we need 
instruction on how individuals deal with obesity but 
what we need to do is to ensure that information is 
available about healthy eating and that the 
opportunity is there for physical recreation and for 
physical activity. The announcement the Prime 
Minister made last Friday on enhanced sporting 
opportunity in school and enhanced opportunity for 
continuing sporting activity after and out of school 
are important elements of the commitment of the 
Government to making it easy for people to make 
healthy choices but not seeking to arrogate to 
ourselves as a Government the right to make those 
decisions for them. 


(Mr Bowis) To fill the gap for Mr Sims, the missing 
one was the suicide one and that is because there is 
encouraging news from the OPCS. Our target is a 15 
per cent reduction in suicides overall by the end of the 
century and between 1993 and 1994 we had a drop of 
6 per cent. That one has started to move. 


367. Can I thank the Secretary of State for his very 
comprehensive reply? Whilst I would obviously not 
expect him to commit himself, can I ask him, in the 
light of the very strong views held by a wide range of 
people, particularly the medical profession, on 
tobacco advertising, not least the report of this 
Committee, whether he will at least be looking at the 
Government’s policy on this? 


(Mr Dorrell) It costs me nothing to say that I will 
look at it, but I must say that I am not persuaded of 
the proposition that Government should ban 
advertising the sale of a substance the sale of which 
is perfectly legal. More importantly, we talked a lot 
earlier about assessment and scientific basis for 
decisions and so forth. The evidence seems to me 
unambiguous that if you want to discourage tobacco 
consumption by far the most effective way of doing 
it is through the price mechanism and that is why we 
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actually have in this country one of the largest 
reductions in tobacco consumption that you will find 
anywhere in Europe. 


368. You will continue to use advertising to 
promote Health of the Nation. 

(Mr Dorrell) We shall continue to use advertising. 
I would perhaps prefer to call it public education to 
ensure that people make informed choices about 
their lifestyles. 


Mr Bayley 


369. You mentioned that there was a Cabinet 
committee that meets regularly looking at health 
matters. Can you tell me which departments are 
represented on it and which Ministers sit on it? 

(Mr Dorrell) The Prime Minister published the list 
of Cabinet committees, at least Iam not sure whether 
it has been published yet but it is about to come out if 
it has not already been published. I have been to one 
already. I am told it does not happen every week but 
it is about every quarter. 


370. On tobacco specifically, the problem that this 
Committee detects is that although there is an overall 
reduction in consumption there is an increase 
amongst teenagers, especially teenage girls. One of 
two things is happening: either the price mechanism 
is not affecting those people, in which case, to follow 
your logic through, if you relied primarily on the 
price mechanism to convince this Committee you 
would have to tell us that the price is going to increase 
considerably more sharply than it has increased to 
date, or else you have to look for some 
supplementary measure aimed at the young. The 
evidence we received when we did the tobacco report 
is that a prime purpose of advertising is to replace the 
100,000 a year who die from smoking. Almost 
without exception if people get out of their teens 
without smoking, they never smoke, so the business 
of encouraging new people to take up the habit is 
directed almost entirely at teenagers and that is 
precisely the group where we are failing. Can you tell 
us whether the Government is going to increase the 
cost of tobacco significantly more steeply even than 
has happened to date or, if not, what are you going 
to do to deliver the policy more effectively with 
regard to teenagers? 

(Mr Dorrell) This shows all the signs of getting into 
a long discussion about tobacco advertising. Can I 
answer the question reasonably briefly? The 
Chancellor of the Exchequer set out the 
Government’s policy on the future course of tobacco 
duty which from memory is a 3 per cent annual real 
terms increase in tobacco duty. That remains the 
Government’s policy. As regards other supportive 
activities to ensure that teenagers who contemplate 
taking up smoking are aware of the implications of 
their actions, we have to ensure that the information 

‘is available through the school, through the 
education system and that has been provided for with 
the cooperation of the DFEE and the teaching 
profession. We have to ensure that there is proper 
support for those who might have taken up smoking 
and want support in the process of giving it up. That 
is certainly undertaken through the healthy alliances 
network. If I may suggest to the Committee, I was a 


smoker for only two years of my life between the ages 
of 15 and 17 and the moment authority gave up 
trying to dissuade me from doing it I gave up of my 
own accord. One does have to think back to one’s 
own experience and not to imagine that it is for us to 
badger them into stopping smoking. It needs to be a 
rather more subtle process than that. The Chief 
Medical Officer has offered an _ important 
proposition. He emphasised that actually reduced 
acceptance of smoking among the parents of young 
people and therefore continued decline in tobacco 
consumption among the adult population with 
whom young people come into contact is probably 
one of the best steps we can take to reduce the 
pressure to smoke: among the school teenage 
population and there the news is actually quite good 
where we are seeing declining proportions of the 
population engaging in smoking year by year. 


371. Can you give the Committee a guarantee that 
neither your Department nor any other Department 
of Government will ever under any circumstances 
accept sponsorship from a tobacco company for any 
purpose? Can you also give the same assurance in 
respect of your political party? 

(Mr Dorrell) No, I am not going to get into that, 
not least because tobacco is sold by a wide range of 
companies that have a very wide range of other 
activities as well. One of the problems with tobacco 
advertising as an issue is the moment that the 
advertising of tobacco brands becomes illegal what 
then happens is that people start to associate other 
brands into the tobacco market. I was only briefly a 
smoker and it is now quite a long time ago. I hold no 
brief for smoking as an activity but it is perfectly legal 
and it is no part of my job to seek to cast them in the 
role of demons. 


Mr Marshall 


372. Would the Secretary of State agree with my 
politically correct remark that the current level of 
taxation of both tobacco and beer has in fact 
encouraged a great deal of bootlegging and has 
encouraged the export of jobs from the United 
Kingdom? 

(Mr Dorrell) It is perfectly true that there is a 
problem of enforcement on our very high rates, 
particularly of tobacco duty, at the European 
frontiers compared with relatively low rates 
elsewhere. That is an issue which is an important 
managerial issue within the Customs and Excise on 
the tobacco front as it is indeed on the alcohol front 
in a more confined way. 


Mr Whittingdale 


373. Can I move on and raise with you the question 
of pay bargaining? You will be aware that some of 
the trade unions in the Health Service have discussed 
the possibility of taking industrial action over the 
introduction of local pay bargaining. Do you believe 
that the benefits which will flow from introducing 
local pay bargaining are sufficient to outweigh the 
possible disruption which would take place if 
industrial action occurs? 
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(Mr Dorrell) First of all I very much hope of course 
that we do not face the reality of industrial disruption 
on this subject. The position is that the huge majority 
of Health Service employers have now made offers, 
particularly to the nursing profession which I hope 
the nurses themselves will feel reflect both the form 
and the tone of the review body recommendations. I 
certainly believe they do. I hope we do not face any 
kind of industrial disruption on the issue. Having 
said that I do also think it is important that the 
managers of Health Service employers, of trusts, 
should have responsibility for all the resources at 
their disposal in order to be able to deliver the service 
efficiently for which they are responsible. Seventy per 
cent of Health Service costs are labour related. An 
element of flexibility on the pay front does seem to me 
to be an important principle to be established in 
order to make the Health Service a more flexible 
instrument in responding to patient need and, as I 
said in the House yesterday afternoon, I am pleased 
that—I think from memory—on page 26 of the 
Labour policy document this is established to be a 
subject now of bipartisan consensus. 


374. Although I obviously share your hope that 
industrial action will not occur, there seems little 
doubt that if the kind of measures being discussed are 
taken, such as the refusal to cooperate in filling in 
forms, paperwork, etcetera, this will over time lead to 
quite considerable difficulties in the operation of 
NHS trusts. Have you yet given any thought to how 
the Government will respond and what help can be 
given to trusts if this does happen? 


(Mr Dorrell) | am certainly not going to be drawn 
on how we would respond to circumstances that I 
hope will not happen and which I do not believe need 
to happen and which I do not believe would in the 
end produce any significantly different outcome at all 
in fact from the outcome which is now on offer. I 
repeat the point that it seems to me powerfully in the 
interests both of Health Service employees and of 
Health Service management and perhaps most 
importantly of Health Service patients, that the 
system is sufficiently flexible and that the resources 
are managed in a way that is sufficiently flexible to 
allow different patterns to emerge to respond to local 
needs within the context of a national service. That is 
the commitment which informs the whole of this 
process. 


375. It will be your intention to go further towards 
the move to local pay bargaining in the coming years. 


(Mr Dorrell) The principle of local pay bargaining 
or the local element within pay bargaining is 
something that has been accepted or something that 
is being deliberated upon but which I believe has 
wider acceptance within the Health Service, both 
from the management and staff sides. I hope that 
once that is established we shall be able to 
demonstrate the virtue of that approach, an 
approach which I emphasise is not controversial 
between ourselves and the Labour party; the Liberals 
must speak for themselves. 


Mr Bayley 


376. Does the Government believe that the 
development of local pay bargaining overall will tend 
to increase the NHS pay bill or decrease it? 

(Mr Dorrell) The answer is that it will make it more 
flexible and in some areas no doubt it will increase it 
and in other areas it will decrease it. By using the 
word “area” that is to mean areas of the workforce 
and geographical areas. What is important is that in 
settling pay and terms between an employer and an 
employee, it is possible in a country as diverse as this, 
this is not a single homogeneous country, the 
opportunity should be there to ensure that local 
needs can be reflected in local agreements and that is 
what the structure is now designed to provide. 


Mr Sims 


377. Could I just revert briefly to the discussion we 
had earlier about community care and remind you 
that having passed these responsibilities to local 
authorities in a legislation a few years ago, your 
predecessors have committed themselves to ensuring 
that the community care reforms would be 
adequately funded. Are you able to give a similar 
assurance and can you tell us what steps are taken to 
monitor that the reforms are put into place and that 
the requirements put on local authorities are being 
met? I ask in a constituency sense as well as a general 
one in that my own authority in Bromley, which is a 
well organised one, not normally open to criticism, 
actually spends 12 per cent in excess of SSA on social 
services, but, having surveyed what they feel they 
need to do to carry out the legislation, find they are 
going to have to reduce budget in this coming year 
within the resources available. 

(Mr Dorrell) First of all on the question of 
adequacy, yes, I can certainly give the assurance that 
we shall seek to ensure that adequate funds are 
available. The provision of community care like 
many other public services of course requires all of us 
as responsible managers to make decisions about 
priorities within available resources. The test of 
adequacy is one that I am happy to accept and to 
embrace as my predecessors have done. As regards 
how we monitor what goes on within the community 
care part of the social services system, that is of 
course part of the continuing business of the Social 
Services Inspectorate and Herbert Laming, the man 
in charge of that and the Department has a clear 
responsibility which we shall continue to enforce to 
monitor the delivery of service by the local 
authorities on whom the statutory responsibility 
rests. In cases where we feel that there is a problem 
we shall not hesitate to ensure that action is taken to 
ensure that local authorities deliver their statutory 
responsibilities. 


378. Which may mean more resources. 

(Mr Dorrell) As Mr Bowis was saying in answer to 
earlier questions, always when you are coming to 
deliver public services there are questions of 
resources and there are questions of the use to which 
resources are put and the way in which they are used 
and there are questions of choices made within the 
local authorities about how much is spent on 
personal social services and how much is spent on 
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other aspects of their activities. Yes, of course it is 
true that the provision of sufficient resources is a 
necessary precondition to the delivery of the public 
services for which local authorities are responsible. 
What we do not have to do is to accept at first blush 
every assertion by a local authority that local 
difficulties are caused by inadequate funds. 

/ 


Audrey Wise 


379. Thinking specifically of the special 
transitional grant, how does the Department 
monitor that? 

(Mr Dorrell) In terms of precise procedures Mr 
Bowis can give you a more detailed answer than I 
can. The special transitional grant was set up 
explicitly in order to ensure that the funds transferred 
into local authorities as part of the community care 
reforms continued to be available to the client group 
who were transferred with the funds. I am sure Mr 
Bowis can explain precisely how that ring-fencing 
commitment has been discharged. 

(Mr Bowis) There is a duty on local authorities to 
report back on the way in which they have fulfilled 
their duties under the conditions attached to the ring- 
fenced grant and those conditions were the 
agreement on hospital discharge with the local health 
authority and the 85 per cent of transfer element to 
be used in the independent sector and that is a 
requirement which is monitored. The wider 
monitoring is where the grant is part but only part of 
the overall resources for community care and that is 
monitored by the SSI and alongside them by the 
Audit Commission. 


380. Still on the special transitional grant, at what 
point in the year do the results of your monitoring 
become available and what conclusions have you 
drawn thus far about the special transitional grant? 

(Mr Bowis) There is no specific time of year when 
we look at the review of the use of resources including 
the specific grant. In the first year we had a whole 
series of reviews by the SSI, including thematic 
studies and the Audit Commission’s review. In the 
second year we had more of a self-assessment 
process. That of course was published on 31 March 
and we are now moving into a more continuous 
monitoring process that the Secretary of State has 
referred to. 


381. What conclusions have you drawn? 

(Mr Bowis) The conclusion by the independent 
assessors of community care is that it broadly got off 
to a good start around the country, there were some 
hiccoughs and some rough edges to be sorted out in 
the early months. We have always said it was a policy 
to be implemented over a decade and I would pay 
tribute to the directors of social services who have 
made that policy a reality locally. We will work with 
them to make sure that the resources are efficiently 
used and the policies are carried out for the benefit of 
the vulnerable people who need that support. 


382. Are your findings consistent with those of the 
monitoring conducted by the Association of 
Directors of Social Services? 


_ (Mr Bowis) The ADSS is one obviously very 
interested body who do surveys of their own and that 
informs our view of how it is going. The independent 
monitoring by the Social Services Inspectorate and 
by the Audit Commission carry particular weight. 


383. Is there a discrepancy or a divergence between 
the results of the directors of social services’ 
monitoring and your own? I was not asking what you 
then do about it. I was just asking whether there is in 
fact a divergence. 

(Mr Bowis) I would need to know what sort of 
divergence Audrey Wise has in mind. If we are 
talking about the survey to which we referred earlier, 
that was looking at the budgets that are being set 
round the country for the current year, compared 
with the budgets at the close of play in the previous 
year. As we know, the budgets vary according to 
need and money is vired between departments in 
local authorities as the year goes by. That is a 
snapshot which is useful and we carry on talking with 
the ADSS as the year goes by. 


Mr Whittingdale 


384. You mentioned that one of the things you 
monitored was the requirement that 85 per cent of 
the money should be spent in the independent sector. 
Are you Satisfied that requirement is being met? 

(Mr Bowis) Broadly it certainly has been met. 
There are instances where we are asking some 
questions of the returns as to whether it has met the 
spirit as well as the letter of the requirement and there 
are one or two areas where at first sight one or two 
authorities may not have met it and then of course we 
wish to know why before we take any necessary 
action. 


385. Do you have any plans to extend the 
requirement beyond the transitional period? 

(Mr Bowis) It is not possible to attach conditions 
unless you have a ring-fenced budget. The strict 
technical answer to that is no. 


Mr Marshall 


386. Do you support the broad strategy of change 
in London’s health services put forward by your 
predecessor? In particular, can you tell me whether 
you will seek to re-examine the proposals for Bart’s? 
Can you also tell me whether you will seek to re- 
examine and look at the proposals for the Edgeware 
General site which serves so many of my 
constituents? 

(Mr Dorrell) First of all as regards the general 
approach of the decisions taken by my predecessor in 
respect of London, I do support those. I do not think 
that a Minister coming new into a Department and 
seeking to revisit all the decisions of his predecessor 
is a sensible way of proceeding at all. However, 
sometimes there is a bit of the impression around that 
the decisions that were announced in April set in 
stone the course of London’s health care for 20 years 
in the future and I sometimes feel that if that were 
true my own role would be slightly redundant. Life is 
not quite like that and I have said very clearly that | 
shall be taking a very active interest in the way in 
which those decisions are carried forward in order to 
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ensure that the guarantee that I do give to every 
Londoner is discharged, that guarantee being that no 
changes will be introduced into the health care 
available in London until I am satisfied that the 
changed provision will be an improvement on the 
provision that is there now. I see it as a process on 
which we are embarked. We are certainly not going 
back to the drawing board but the delivery of that 
process over a long period will clearly need to be 
managed in order to deliver continued improvement 
in the health care available to the citizens of London. 
As regards the position in Edgeware and Barnet, Mr 
Marshall and I had a useful exchange of views on this 
subject this morning and I am confident in the 
anticipation that it will not be the last. 

Mr Marshall: Can I say that the phrase “useful 
exchange of views” is normally a cliché but on this 
occasion it was actually a genuinely useful exchange 
of views. 


Mr Congdon 


387. In that active interest, could I ask you to 
consider showing an active interest in relation to 
Bart’s in the context of the very large capital sum that 
is currently being suggested needs to be spent in order 
to rationalise provision on one site and whether there 
are alternative options that might involve a role for 
the Bart’s site—and I am not talking about A&E at 
all in that context—at less capital cost to the 
taxpayer? 

(Mr Dorrell) | have said that I am not seeking to 
revisit the fundamental decisions that have been 
made and announced. I do not believe that is a 
sensible way of proceeding. If every Minister comes 
in and insists on pulling up the plant again and 
looking at the roots we shall never get anywhere. 
Decisions have been made and announced. What is 
important now is that as stage by stage those 
decisions are implemented we can demonstrate and 
carry confidence as we demonstrate that the result is 
an improvement in health care for the citizens of 
London. I actually think that one of the jewels in the 
crown of the National Health Service is the tradition 
of the teaching hospitals in London and I regard it as 
an important part of my job to ensure that those 
traditions are built on, they are respected, but like all 
institutions if they are to continue to be major centres 
of excellence in the future, they have to change in 
response to today’s and tomorrow’s changing needs. 
I regard the traditions of the great teaching hospitals 
in London as being important but those institutions 
need to change in order to respond to the needs of 
today’s and tomorrow’s patients. 


Mr Marshall 


388. Would you like to comment on the proposals 
to simplify the administrative structure of the blood 
donor service? Are you going to investigate the 
purchase of the blood bags which then gave 
contaminated blood? Would you like to comment on 
your views as to whether those who suffer a 
premature death through contaminated blood 
products, or contaminated blood should be 
compensated? 


(Mr Dorrell) May I deal with the last question first? 
My first exchange as a Health Minister some years 
ago now with Mr Marshall was on this subject in an 
earlier case. I believe that it remains true now as I 
asserted then that there is a choice to be made about 
whether the Health Service uses its resources to 
compensate those who have suffered but through no 
fault of the Health Service where there has been a 
breakdown but without fault, whether that is a 
higher priority than the treatment of today’s and 
tomorrow’s patients. I said then and I still believe it 
very strongly to be true that any patient who 
undertakes a course of medicine must accept that 
there is a risk attached to modern medicine and in 
cases where a patient is damaged but without any 
fault, I do not believe that it is a sensible use of NHS 
resources to provide compensation in those cases. Of 
course that is in no sense to undermine the quite 
proper obligation that rests when things go wrong 
through somebody’s negligence. Where there is no 
fault, I am not in favour of compensation as a 
principle. As regards the future of the National 
Blood Authority, I answered a PQ yesterday in which 
I said that some proposals have been made to me 
which I shall be considering carefully but which I am 
not yet in a position to announce decisions on. As 
regards the Tuta blood bag incident, I really do think 
that was a case where the reporting of the story lost 
some of the key points in it. There was an implication 
that these were bags that did not have adequate 
background of high quality provision of medical 
equipment. The company that was a supplier is a 
worldwide supplier of these products; it is a major 
player in this marketplace. You can actually argue 
that what happened with those bags illustrates the 
need for the National Blood Authority to have two 
alternative sources of supply for that type of product. 
The fact that it was able to eliminate blood contained 
in those bags was only possible because it had two 
suppliers. If it had relied on one single supplier and 
the same incident had happened, and can always 
happen when you have complex equipment being 
provided into the health care sector, if there had been 
only one supplier, that course of action to ring-fence 
the problem simply would not have been open to the 
authority. I do not believe the issue was as one-sided 
as some of the reporting suggested that it was. 
Having said that, the chief executive is under an 
obligation to prepare a considered report on all the 
lessons learned from the case and we shall of course 
ensure that they are learned. 


389. Can I go back to the first part of the answer? 
Would you not agree that there is something illogical 
when those who have suffered early death through 
HIV are compensated but sometimes within the same 
family another haemophiliac suffered an early death 
through cirrhosis of the liver, through hepatitis C, 
and has received no compensation at all Do you not 
think that is worthy of re-examination, particularly 
as there are so few people involved? 

(Mr Dorrell) 1 cannot deny that there is an 
illogicality there because the haemophiliac who 
contracted AIDS asa result of blood transfusion was 
provided with compensation in contravention of the 
principle which I enunciated to the Committee. We 
can only give the guarantee that there will be no 
illogicality if we extend the same form of 
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compensation more generally than we have yet done 
and I am not in favour of doing that for the reason I 
gave to the Committee. 


Audrey Wise 


390. Will you make public the results of your 
investigation into the blood bag affair? 

(Mr Dorrell) Yes, I shall certainly be offering a 
public comment upon it. 


Mr Bayley 


391.1 do not mean this as a criticism at all but as an 
observation. Both the mass of data which you have 
provided in response to our questionnaire and the 
data in the recently published patient’s charter 
performance guide provide information largely 
about turnover or throughput of patients or response 
times, they tell you nothing about outcomes. They 
tell you how many patients received operations but 
not how many benefited from those operations. 
There is a lot of talk about the need for outcome 
measurement in the Health Service. How soon can 
we expect the Department of Health to follow the 
lead of the Scottish Office and start providing some 
data on a trust by trust and health authority by 
health authority basis about which therapeutic 
procedures work and which do not? 

(Mr Dorrell) That is a question to which the Health 
Service actually devotes a considerable amount of 
resource, both through the clinical audit system and 
through the research and development directorate 
which exists precisely in order to examine alternative 
- ways of using technology to see which routines are 


more effective and which are less effective. That is not 
the only purpose by any means but it is one of the 
purposes of the research and development 
directorate. It is something to which the Health 
Service already devotes considerable resources. I said 
in my opening statement that the delivery of high 
value medicine, which is not always the same thing as 
least cost medicine, is something which needs to be an 
increasingly important theme of the Health Service 
management over the years ahead. Some element of 
what Mr Bayley describes may well be part of that 
though I think as always with these report provisions 
it is important to be clear that the resources we 
commit to providing the reports actually add value to 
the total management process. 


392. Would the Secretary of State agree with me 
that high value medicine is not at all the same thing 
as high volume medicine and that is really the 
distinction I am drawing? 

(Mr Dorrell) 1 understand the distinction that Mr 
Bayley is drawing. It is not true to say that high value 
is always different from high volume but it is not the 
same thing. 

Chairman: Secretary of State, bearing in mind you 
have only been in post for two weeks, we are most 
grateful to you for the very detailed responses that 
you have given to the questions which we have put to 
you this afternoon. We should also like to thank the 
Minister, Mr Langlands and Mr Reeves, very much 
indeed for coming here this afternoon. We have 
gained a great deal of information and I am delighted 
to see that we have actually managed to finish this 
session at seven o’clock. Thank you all very much 
indeed; we are most grateful to you. Thank you 
very much. 


Letter to the Clerk of the Committee from Mr Stuart Moore, Finance and Performance Directorate of the 
NHS Executive [PE 1]] 
At the oral evidence session on 19 July, the Health Committee asked the Secretary of State to consider 
making further information available on the “PES model”. 
I attach a response to that request. 


PES MODEL 
1. Committee members asked the Secretary of State to reflect on the request that he should make further 
information available on the “PES model”. (Minutes of Evidence, Questions 333 to 337 and 341). 


2. The Secretary of State has considered this carefully, but has concluded that he cannot usefully add to 
the material previously supplied to the Committee. Although analyses such as those in the “PES model” 
inform the Government’s Survey discussions, they are not the determining factor in the Government's 
decisions, which also reflect much wider considerations as to affordability and priorities. It is not therefore 
possible to trace linkages between the “PES model” forecasts and the Government’s funding decisions in the 
way implied by the Committee’s line of questioning. 


25 August 1995 


Letter to the Clerk of the Committee from Mr Stuart Moore, DoH [PE 1J] 
At the Health Select Committee hearing on 19 July, we agreed to provide a note on how the trends in the 
spending shown in the HCHS programme budget related to the Government’s policy on community care. 
I apologise for the delay in providing this, but please now find enclosed a note with the promised details. 


COMMUNITY HEALTH SERVICES EXPENDITURE 

1. Atthe hearing on 19 July the Department undertook to provide a factual note on how trends in spending 
shown in the HCHS programme budget (paragraph 340) related to the Government’s policy on community 
care, including the basis for the figure of 15 per cent quoted for the proportion of HCHS spending devoted 


to community services. 
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BACKGROUND 


2. The Government's long standing policy is to encouragea shift in geriatric, learning disability and mental 
health services from hospital to the community. The impact of this policy on the main sectors described in 
question A4 is summarised below: 


COMMUNITY HEALTH SERVICES 


3. Chart A4.1 showed expenditure in the Hospital and Community Health Services by broad service 
sector. Spending on community services within each sector is included in the figure for that sector. As columns 
A and B of the table below show, for each service sector, the proportion of expenditure devoted to the 
community has increased since 1991-92. Weighting each sector’s share of total HCHS resources (column C) 
by the proportion of it spent on community services shows that total expenditure on community services 
(column D) was 15.3 per cent in 1993-94, compared with 14.9 per cent in 1991-92. 


: 


1991-92) 1993-94 1993-94 1993-94 
Community as per Community as per Client group as per Community sector 
Sector cent of total for cent of total for cent of total as per cent of total 
sector sector HCHS HCHS 
(A) (B) (C) (D) 
en nnn EE EESEERT SEEN 
Acute 0.0 0.0 48.2 0.0 
Maternity 14.0 14.8 4.6 0.7 
Geriatric 37.0 37.9 12.5 4.7 
Learning disability 14.1 225 53 12 
Mental illness 9.5 11.7 10.9 1.3 
Other community 100.0 100.0 7.4 7.4 
Other 0.0 0.0 Li2 0.0 
aN — —— 
Total — — 100.0 15.3 


ee 


ACUTE SERVICES 


4. The Committee asked in particular about the implications for the Government’s community care 
policies of the apparent increase in the proportion of spending on acute services, from 46.2 per cent in 1983-84 
to 48.2 per cent in 1993-94. 


The acute sector covers surgical and medical cases, gynaecology, pathology specialties, GP (maternity), 
community medicine and occupational medicine. 

5. This growth is not inconsistent with the development of community health services: over the same 
period, the proportion of spending on community services rose from 9.1 per cent to 15.3 per cent. Spending 
on the acute sector has grown for two main reasons: 

— in response to demographic pressures. The sector includes acute treatment (in-patient and out- 
patient) for elderly people; and 

— developments in clinical practice. For example, more conditions can be treated now than in the early 
1980s: expenditure on renal replacement therapy increased by £140 million (108 per cent) at 1995- 
96 prices over the period, on coronary revascularisation by £105 million (300 per cent), and on hip 
replacements by £57 million (82 per cent). 


7 November 1995 


a TT 
() The basis for comparisons is 1991-92. It is not possible to compare expenditure figures since then with those for earlier years 
owing to changes in accounting practices following the NHA reforms, in particular the impact of capital charges. 
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APPENDICES TO THE MINUTES OF EVIDENCE 


Extract from Memorandum submitted by Action with Communities in Rural England [PE 3] 


LETTER TO THE CLERK OF THE COMMITTEE FROM NICOLA LLOYD, RURAL POLICY 
AND RESEARCH OFFICER 


I am writing to submit evidence to the Health Committee in relation to the methods used to allocate 
resources to health authorities. I would like to draw the Committee’s attention to the fact that the current 
process for allocating resources does not include any allowance for the extra costs of delivering services in 
rural areas and that the methods used underestimate the level of health need amongst people living in the 
countryside. 


ACRE (Action with Communities in Rural England) is a registered charity which aims to “improve the 
quality of life of communities and disadvantaged people in Rural England, particularly through the support 
of its members, England’s Rural Community Councils”. We are especially concerned that people living in 
rural communities tend not to have equal access to a whole range of public and private services. 


We know of no evidence to show that people living in the countryside are healthier than those living in 
urban areas nor has it been shown that rural dwellers are less subject to disease. However, they do not have 
equal access to health services due to the centralisation of acute and specialist services and the distance of 
small communities from primary care centres. It is important that resources are allocated to ensure that there 
is no in-built discrimination against those living in rural areas receiving their fair share of the services 
available. 


The Department of Health has just issued a Statement of Responsibilities and Accountabilities which sets 
out priorities for the next three years and states it wants the NHS to be able to deliver services as close to 
patients’ homes as possible. In rural areas this will inevitably cost more due to the lack of economies of scale. 
This factor must be provided for if the NHS is to provide an equitable service which does not vary according 
to where people live. 


In the context of the forthcoming Rural White Paper, ACRE has been reviewing the allocation of resources 
for public service provision in rural areas and has found that there is no consistent pattern in the formulae 
used. For example, in the calculation of SSAs for local authority expenditure, a “sparsity” factor of 1.65 per 
cent is included for Education spending. Under the “All Other Services” budget 1.25 per cent is added to this 
allocation for County Councils and 5 per cent for District Councils. There is no sparsity factor added to Fire, 
Highway Maintenance or the Personal Social Services budgets although there are just as likely to be 
additional costs in providing these services in rural areas. 


We understand that the Department of the Environment will be undertaking research, under the auspices 
of their Local Government Finance Settlement Working Group, in order to identify the factors which are 
likely to be relevant to producing extra costs in providing services in rural areas. This is to be completed this 
Autumn. This will produce further evidence which could be useful in the consideration of how the methods 
used to allocate funds to health authorities might accommodate extra rural costs. 


At present the Hospital and Community Health Services revenue resource allocation capita formula does 
not include any such provision. Also, the way that the formula is calculated tends to underestimate the 
resources which would be required to provide “equal opportunity of access to health care for people of equal 
need” ! for those who live in rural areas. This is partly because it is based on population estimates so that per 
capita allocations give lower sums to rural areas because there are fewer people there. It is also because the 
calculations are made on the basis of merging areas so that they contain a minimum of 10,000 population, 
thus averaging out any variations in sparsity. The fact that the formula is not applied to community services 
at all means that resources are allocated only on the basis of population size which necessarily leads to lesser 
resources for sparsely populated areas. 


Another problem with the formula is that it includes a needs weighting which is based on factors that will 
underestimate the level of health need in areas. One measure of need used is the actual use of services. Rural 
Voice’s paper “Health Care in Rural England”? suggests that people living in the countryside tend to use 
services less because they are inaccessible. Therefore, there will be fewer rural people using health services, 
not because of their needs but because of their difficulties with access. Furthermore, the inclusion of socio- 
economic indicators will magnify this underestimate because rural people are more likely to be 
underemployed than unemployed and less likely to claim benefits. 

Finally, the use of regression techniques to determine the actual allocations to health authorities will tend 
to depress the impact of factors which are significant in rural areas, such as greater transport costs, through 
the reliance of this statistical method on averaging. 





1 NHS Executive HCHS Revenue Resource Allocation, October 1994, p 2 
2 Health Care in Rural England, ACRE, Cirencester, 1992. 
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ACRE asks the Committee to give due consideration to the complex issue of how the methods used to 
allocate resources to health authorities could be adapted in order to address the problems outlined above. 
Almost a quarter (23 per cent) of England’s population now live in rural areas’ and they are entitled to an 
equal share of the resources allocated to health authorities to serve their health needs. As we have said in our 
submission to the Department of the Environment and Ministry of Agriculture, Fisheries and Foods on the 
Rural White Paper “We would stress that rural England has a right to be supported by government policy 
and finance to the same degree as the rest of England. Rural England is not a marginal backwater . . . and 
we have a right to receive the same proportion of funding...” as the needs of the people living in the 
countryside require. 


6 June 1995 


Extract from Memorandum submitted by the British Psychological Society [PE 5] 


LETTER TO THE CLERK OF THE COMMITTEE FROM INGRID LUNT, CHAIR, 
PROFESSIONAL AFFAIRS BOARD 


This Society notes that the Select Committee will shortly be conducting its annual inquiry into Public 
Expenditure issues. Discussion will focus upon the principles which underlie the current formula used to 
allocate hospital and community health service resources. 


Whatever formula is used, allowances will be made for the impact of such factors as numbers of 
unemployed and homeless people in the region or district, the proportion of older people or the members of 
ethnic minority groups in the local community. These factors have an impact on levels of physical health in 
the community. However, the British Psychological Society would wish to draw attention to the evidence that 
the same factors also have an impact on mental health. 


We would welcome the opportunity to field a spokesperson who would be able to answer Select Committee 
members’ questions about this evidence. However, as an appendix to this letter, I enclose some briefing papers 
the Society has prepared for purchasers of psychological services and a copy of an article, based on one of 
the Society’s invited lectures, in which Dr David Fryer sets out the evidence for the impact of unemployment 
on mental health.* 


We hope that the Select Committee will take note of this important point that provision for mental as well 
as physical health need to take these factors into account. If appropriate, this Society would welcome an 
opportunity to provide a representative to appear before the Select Committee to answer queries on these 
issues. 


12 June 1995 


Memorandum submitted by the British Medical Association [PE 10] 


INTRODUCTION 


The Committee has asked for evidence from interested parties on the methods used to allocate resources 
to health authorities. In particular, it states that it will consider the principles which underline the current 
formula used to allocate Hospital and Community Health Services resources to health authorities and GP 
fundholding practices. We know that many of the issues which will be dealt with by the inquiry are being 
looked at by the Resource Allocation Group and its technical advisory group. The BMA is represented on 
both these bodies and we see this inquiry as being an opportunity to set down some basic thoughts on the 
formulae in general. 


PRINCIPLES OF RESOURCE ALLOCATION 


The NHS ig underfunded and resource allocation formulae do not address this issue. We endorse the view 
that the aim of distributing NHS resources should be to equalise access to services for those at equal risk. 
However, in an underfunded service this cannot mean ensuring adequate access for all. 


Giving practical effect to equalising access means identifying characteristics of the population of health 
authority areas which explain variations in the need for health care. Age and sex are obvious candidates and 
have been used extensively since formulae were first identified. Much of the subsequent debate has centred on: 


(i) identifying the age/cost relationships necessary to weight populations and 


(ii) isolating relevant needs variables which explain variations in usage not accounted for by age, sex or 
service provision: 


~ 


i 


3 Rural Life: Facts and Figures, ACRE. Cirencester. May 1994. 
* Not printed 
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The most recent formula (the York formula) has improved extensively on previous formulation. It 
incorporates, for the first time, variables which relate to social characteristics of the population and includes 
limiting long standing illness (a more direct proxy for morbidity than standardised mortality ratios). 


REMAINING ISSUES 


Some issues remain unresolved and we would draw the attention of the Committee to the fi ollowing areas: 


Hospital and Community Health Services (HCHS) 


The most recent work has identified separate need indices for acute services and psychiatric services. 
Other programmes such as outpatients, are weighted using one of these indices or end up not being 
weighted for need at all—as is the case with most community programmes. Some further work needs 
to be done in this area therefore to develop formulae which are more appropriate and more 
responsive to different types of services. About 24 per cent of HCHS expenditure is not weighted 
for need, which is unsatisfactory: 


A formula needs to be devised to allocate HCHS resources to GP fundholders. To date the only needs 
variables identifiable in relation to fundholding procedures have been age and sex, As “total” 
fundholding develops, it may be possible to use the same formula as for HCHS generally. In the 
interim, though, the fear remains that fundholding practices may receive HCHS resources 
inequitably. 


General Medical Services (GMS) 


Bearing in mind that GPs largely determine their own costs and to a lesser extent their incomes, any needs 
indices devised for non-cash-limited GMS expenditure might involve no more than merely ensuring 
an equitable disribution of doctors. 


GMS cash limited expenditure (primarily premises and staff) is currently part of the HCHS budget for 
purely pragmatic reasons. For the purposes of resource allocation, this expenditure should be re- 
integrated into total GMS expenditure. While it may be possible to devise separate needs drivers 
for the two categories, the seperation between direct and indirect expenses is largely artificial. The 
interaction between direct and indirect expenses is largely artificial. The interaction between direct 
and indirect expenses is sufficiently great for there to be a single formula, although such formula 
could not be applied rigidly at practice level, particularly in respect of premises development. 


FORMULAE AND POLICY 


We should bear in mind that the breaking down of health expenditure into its constituent programmes to 
derive a resource allocation formula does not oblige health authorities to reflect that national split locally. 
Resource allocation formulae are not a substitute for policy. It will always be possible for those at equal risk 
to receive other than equal access to health services as a result of local policy decisions. Furthermore, the 
existence of a variable in a resource allocation formula does not obviate the need to address the problem 
reflected by that variable directly. In many cases the solution lies outside the health care budget. for example, 
homelessness induces a need for healthcare and research is currently being aimed at identifying a needs 
variable to reflect this. However, expenditure from other welfare budgets should address this problem at 
its source. 


June 1995 


Memorandum submitted by Age Concern [PE 19] 


LETTER TO THE CLERK OF THE COMMITTEE FROM MR RORY O’KELLY, 
SENIOR INFORMATION AND POLICY OFFICER 


WEIGHTED CAPITATION FORMULA 


Changes in the resource allocation formula are of great importance to the public at large and we feel that 
they should be published in a form in which people without specialist training will be able to understand them. 
The recent document from the NHS Executive “HCHS Revenue Resource Allocation” is written in very 
technical terms and is targeted at financial managers. We believe that in order to encourage public debate it 
would have been useful to produce another document explaining the changes in more accessible language. 
We hope that the Committee will consider making a recommendation to this effect. 


With regard to the substance of the report we were concerned at the reduced weightings given to age in the 
new methodology. We are not intending to respond to the full report of the Centre for Health Economics, 
University of York and will therefore not comment on methodological issues in detail. We hope, however, 
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that the Committee will take evidence on the statistical work underlying the new weightings as well as the 
weightings themselves. 


In this context we were also uncertain about the relationship between need and supply in the model. It is 
very important in our view that a reduction in the quantity of a service supplied should not in itself be used 
to support an argument that the need for that service has reduced. 


As an example, we are aware of widespread and generally justifiable concern about reductions in the length 
of hospital stays for older people, particularly stroke victims and those who are likely to need long-term care. 
We know of many cases where this policy has caused distress and hardship to patients and carers. Inevitably, 
however, it will reduce costs. If this reduction is used to justify an argument that needs for funding have 
reduced an essentially circular process will be created in which managerial decisions to withdraw or reduce 
services will be self-justifying. We hope that the Committee will satisfy itself that this cannot happen under 
the new formula. 


We also share the widespread concern about the decision not to apply weightings to the costs of community 
programmes. So far as older people are concerned many of the acute needs variables, particularly “limiting 
long standing illness” “pensionable age living alone” and “dependants in single carer households” seem at 
least equally applicable to community services, and perhaps more so. 


The availability of services not funded through the HCHS formula, particularly those supplied by GPs and 
their own staff, is also an important factor. In areas where GP services are weak we would expect there to be 
increased needs for community health services and, to a lesser extent, acute hospital services. 


In the longer term the solution might be to have a single allocation formula covering all NHS expenditure. 
This would also be a more truly needs-led, rather than service-led, approach. The Committee might like to 
consider this issue. 


We hope that these brief comments will be useful. 


10 July 1995 


Memorandum submitted by the National Association of Health Authorities and Trusts (NAHAT) [PE 20] 
METHODS USED TO ALLOCATE RESOURCES TO HEALTH AUTHORITIES 


INTRODUCTION 


1. Equal access to health care for equal need rightly continues to be one of the core principles underpinning 
the National Health Service. An equitable distribution of resources, which takes account of relative need and 
relative cost, is clearly a major contribution to this key aim, albeit that there are other important contributing 
factors such as the efficient and effective use of resources and an equitable distribution of manpower. 


2. Despite the introduction of the RAWP formula in the 1970’s and the subsequent weighted capitation 
formula, there remain significant differences in hospital and community health care zesources across the 
country. The review of the principal determinants of use of in-patient facilities in NHS hospitals 
commissioned by the then NHS Management Executive from the Centre of Health Economics, University 
of York was therefore widely welcomed. The review is recognised as the most detailed and exhaustive analysis 
carried out to date. It recognised that whilst the results form the basis of a formula for distributing hospital 
and community health service funds to geographical areas other components of the formula would need to 
be considered and designed, for example. 


— the relative proportions of the acute and the psychiatric models; 


the extent to which the models could be used to distribute revenue in respect of out-patient and 
community services. 


— the distribution of funds relating to geriatrics and learning disability; 
— variations in the costs of delivering services. 


3. As part of the same study, the Centre for Health Economics were asked to look at the possibility of using 
data derived from a capitation formula for informing the allocation of hospital and community health 
services resources to GP fundholders. The study concluded that “no sensible model including determinants 
of use other than age and sex could be derived”. 


4. The NHS Executive subsequently revised the HCHS Revenue Resource Allocation Weighted 
Capitation Formula, accepting the Centre for Health Economics work in relation to acute health and 
psychiatric spending, but leaving the remaining 24 per cent of hospital and community healthcare expenditure 
unweighted for morbidity. The NHSE also introduced a revised market forces factor and a revised age- 
weighted factor. In relation to GP fundholding budgets for HCHS services the NHSE has continued with the 
system of broadly historic funding but with increasing use of bench-marking to refine these in the light of 
local factors etc. 


5. The Association wishes to comment on the following six issues: 
— weighting of the 24 per cent HCHS expenditure currently un-weighted; 
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— the market forces and age-weighted factors; 

— moves towards target convergence; 

— future research: National Cohort Study; 

— need for wider framework for resource allocation; 
— GP Fundholding: NCHS resource allocation. 


WEIGHTING OF BALANCE OF HCHS EXPENDITURE 


6. Although the new formula is more redistributive than the previous formula it is not (as the Centre for 
Health Economics at York [Peacock and Smith 1995] have shown) as redistributive as if the York formula 
had been applied to total HCHS spend. This has led some commentators to argue for either the 
acute/psychiatric weighting to be applied across the board or a lower weighting to be applied. Whilst 
acknowledging that the issue needs addressing, the NHS have argued that such an approach would be 
arbitrary and mean further change as and when an appropriate weighted is developed. Pending this, the better 
option in their view, is to apply no needs weighting to the 24 per cent. 


7... The Association believes that urgent action is needed to develop an appropriate weighting or weightings 
to cover administration and the other areas of spending within the present unweighted 24 per cent, but does 
not consider that extension of the acute and psychiatric weights to the balance to be appropriate. 


MARKET FORCES AND AGE- WEIGHTED FACTORS 


8. Whilst the principle of a market forces factor to compensate for unavoidable geographical differences 
in cost is undoubtedly right, considerable criticism has been expressed about the impact of the particular 
formula used by the NHSE both in terms of the use of only four cost zones for England and the level costs 
applied to those zones. The result is widely felt not to be “fair”, for example, for those districts on the out of 
county border zone. Thus, it is claimed that costs for trusts in Oxford are 11 per cent to 12 per cent higher 
than in Gloucester. It is understood that the national Resource Allocation Group will be looking further into 
this. NAHAT certainly would support such a move. 


9. Little attention appears to have been given to age weights in the debate to date. NAHAT would welcome 
work to recalibrate age weights to reflect community and out-patient costs in addition to in-patient costs. 


MOVES TOWARDS TARGET 


10. Desirable though moves to achieving convergence to target across the country are, it is essential that 
the pace of change does not destabilise existing services. Given the economic cycles which have faced the UK 
and other countries as well as changing demands for NHS services (for example, AIDS/HIV) it is not practical 
to set a date for achieving a target resource allocation convergence year. It must remain therefore a matter 
of practical and political judgement as to the speed of convergence, whilst providing effective challenge to 
existing inefficient or ineffective patterns of care. 


11. Itis equally important when seeking or making changes in the formula or elements in it—for example, 
the market force factor—to recognise the importance of maintaining broad stability. Account also needs to 
be taken of the changes which are contemporaneously taking place in the allocation of research and 
development and SIFT monies and for some health authorities the run down in the Defence Medical Services’ 
contribution to civilian health care. 


FURTHER RESEARCH: NATIONAL COHORT STUDY 


12. Part of the reason for the statistical complications tackled by the York team and others devising an 
allocation formula that satisified the NHS’s notion of equity is the lack of a suitable data-set that links actual 
use of health care services and social and economic characteristics of individuals who make use of the NHS. 
The Association would support careful investigation of the case for establishing a national cohort study of 
health care, as recommended by the Centre for Health Economics. It is recognised that such a study could 
be costly but it could yield valuable and useful information not only to inform allocation policies at national 
level but also those at local level. Such a data-set also would be invaluable and monitoring general health 


policy. 


NEED FOR WIDER RESOURCE ALLOCATION FRAMEWORK 


13. The new formula, like its predecessors, relies on hospital utilisation. Given the developments taking 
place in primary care and the changing boundary between hospital care and treatment and that provided in 
the primary/community health sector the Association believes that time has come to consider a wider resource 
allocation framework which takes account of these and other “health factors” such as the level of primary 
care, vaccination, health promotion and screening programmes. 
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14. The Association also believes that the existing barriers between GMS and HCHs funds need removing 
so as to facilitate a primary care-led NHS. 


15. It is appreciated that these issues raise difficult questions in terms of finding suitable formula(ae) but 
that does not mean that the tasks should not be tackled. Public health specialists need to play an increasing 
role in the process. 


GP FUNDHOLDING HCHS Resource ALLOCATION 


16. The principle of an equitable distribution of resources which takes account of relative need and relative 
cost is as important at GP fundholder (and non-fundholder) level as at district level. The Centre for Health 
Economics study, however, concluded that at present there is no satisfactory basis for introducing a suitably 
robust capitation-based formula at this level. In part, this is due to the relatively small size of practice 
populations and, in part, due to the wide diversity in patterns of referral and prescribing found amongst 
general practice. The current availability of secondary and community health services must also be a factor. 


17. With the growing number of fundholders and increasing range of services covered by fundholding it 
is increasingly important that suitable mechanisms are in place at the new health authority level to improve 
equity of resource allocation. For this to happen there needs to be better budget setting, with fine tuning of 
historical expenditure by means improved bench marking (in both activity and financial terms) which reflects 
need and also the development of a financial framework for health authorities which enables them to adopt 
an equitable approach to both fundholders and non-fundholders. 


GENERAL 
18. This submission has deliberately dealt with what the Association believes are the key points in relation 

to the equitable distribution of resources. However, there are other important issues such as: 

— rurality; 

— homelessness; 

— ethnicity; 

— deprivation; 

— variable management/administrative costs; 


which also need to be taken into account. The growing interface with local government in implementing Care 
in the Community policies is a further factor. Different formula are used to distribute funds to both DHAs 
and social services authorities. Consideration needs to be given to whether these are sufficiently compatible 
to achieve effective care in the community at local level. 


19. NAHAT recognises that the perfect allocation formula will never be found and that there will always 
be cases at both extremes when modification is needed in order to take account of local circumstances. It is 
important such a discretionary modifying element is built into any resource distribution system. 


July 1995 


Extract from Memorandum submitted by South Birmingham Community Health Council [PE 21] 


LETTER TO THE CHAIRMAN OF THE COMMITTEE FROM DR MARY BRENNAN, 
CHAIR OF SOUTH BIRMINGHAM CHC 


Please find enclosed a submission to the above Committee from South Birmingham Community Health 
Council, entitled “A Review of the Resource Allocation Formula for the NHS, with particular reference to 
the needs of inner city districts outside of London and the South East” and the accompanying Appendices: 
(not printed) 

Appendix 1: Community Programmes and the Resource Allocation Mechanism: 
Is zero weighting justified? 

Appendix 2: Age, Cost and Need in Resource Allocation 

Appendix 3: The Market Forces Factor (MFF) 

Appendix 4: The Impact of Capital Charges 


The Community Health Council (CHC) is extremely concerned about the impact of the Funding Formula 
on health services in Birmingham, and in this paper argues that: 
the “needs element” of the formula does not adequately address health need. 
—  arevision of costing is required to take account of morbidity and expensive treatment. 
— the use of the “Market Forces Factor” penalises districts outside the South East. 
— there are special problems in cities such as Birmingham which the current formula does not address. 
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We hope the Select Committee will consider the recommendations in the submission. The CHC would 
value the opportunity to give verbal evidence to the Committee. 


29 September 1995 


A REVIEW OF THE RESOURCE ALLOCATION FORMULA FOR THE NHS 


1. INTRODUCTION 


1.1 There are three approaches which can be used in any policy which seeks to determine resources. Firstly, 
the financial policy is designed to achieve the main policy objectives of the organisation. Secondly, the non- 
financial objectives of the organisation are delineated and structured by the financial policy. Thirdly, the main 
policy objectives of the organisation are ignored and even undermined by either the financial objectives, or 
alternatively the design and/or implementation of the financial framework which is being used to allocate 
resources. 


1.2 The policy objectives of the NHS are reasonably clear. They are as follows: 


1.2.1 The prevention of illness, especially that illness which gives rise to long term morbidity and early 
mortality, regardless of geographical area. The policies outlined in “Health of the Nation” are concerned with 
attaining this objective. 


1.2.2 The provision of appropriate care for any individual, whether this is provided by primary care, 
hospital provision, community care, or other forms of support such as day care or hospital care, irrespective 
of the geographical area. This is the objective which has generated those policy developments which seek to 
encourage early discharge and appropriate support in the community. 


1.2.3 The provision of the appropriate level of care whether this is provided by community hospitals, 
general acute units, or hospitals providing regional or national specialities. This is the policy which has helped 
to develop policy papers such as that on Cancer Services by the Chief Medical Officer and others. These seek 
to develop care in the most appropriate setting. Financial strategies can aid or hinder such developments. 


1.2.4 Equal access to care for individuals who present with the same level and type of morbidity. This was 
the basic objective which has prompted the original national policy on equity and resource allocation within 
the NHS, which has been developed by the Resource Allocation Working Party. 


1.2.5 The maintenance of quality standards within acceptable limits between districts. This is the basic 
objective which has informed such developments as clinical audit and The Patient’s Charter. 


1.3 Since the report of the Resource Allocation Working Party of the Department of Health in 1976, there 
has been a policy commitment by the government to the use of a formula which aimed to fund the regional 
health authorities of the NHS on the basis not only of population but also morbidity. The use of age 
standardised costs, as well as morbidity indicators such as the SMR, enable some allowances to be made for 
those regions and districts with excess morbidity. 


2. Do THE CHANGES IN THE ALLOCATION FORMULA ALLOW RECENT POLICY OBJECTIVES TO BE ACHIEVED? 


2.1 There have been changes over the years to the formula but the principle on which it had been based 
remained intact. However, modifications made in 1995 to a new version of the formula contain certain 
changes which undermine the principles outlined above. These include the use of zero-weighting for that 24 
per cent of the budget which included expenditure on the preventive and community services. This of course 
means that services involving, for example, prevention, community care and early discharge, are not given 
additional money, even though their population may suffer from a higher prevalence of illness. A market 
forces factor has also been introduced, which introduces variations in allocation, based on the expectation 
of variable future labour costs as well as other market factors. Capital charges are now being used also. 


2.2 In this paper, these policy issues are examined in turn and there is also a review of the use of age 
standardisation costing and the effect this has in meeting the costs of excessive and early morbidity. 


2.3 Health of the Nation Initiative 


2.3.1 The government has set itself various aims which are outlined in the “Health of the Nation” initiative. 
The relevant targets seek to prevent or limit illnesses which are commonly found, and also to respond, by 
techniques of prevention, or early diagnosis and treatment. This objective in itself has an effect on allocations, 
for if the effect of these diseases could be reduced, the level of excess morbidity in areas which are now 
designated as having a higher level of “need” could eventually be reduced. 


2.3.2 The extensive epidemiological evidence which demonstrates that the “need” for various preventive 
and early diagnostic services is closely correlated with the indicators used to determine the “need for 
treatment”, is outlined in Appendix 1. 
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2.4 Early Discharge and Community Care 


2.4.1 This is not the only part of the zero-weighted budget where this pattern can be demonstrated. The 
“need”, as indicated by various epidemiological studies for community care, is also closely related to 
indicators for psychiatric services and in most cases to those used for acute and general services also. 
Appendix 1 also demonstrates that this new financial policy has major implications for the policy of early 
discharge which has been given a high priority by successive governments, whether the patient was receiving 
care from the acute sector, or from the psychiatric or mental handicap services. The decision to zero-weight 
the relevant part of the budget has underminded the possibility of achieving these priorities in districts which 
experience a higher level of “need” than other districts. As was the case with preventative services, a higher 
level of “need” is found in localities which are also rated highly for acute services or psychiatric services. 


2.5 The Development of Cancer Services and Weighting by Age. 


2.5.1 At present, the population is weighted for its age structure in the calculation used to allocate 
resources. This is done in order to meet the higher costs of the increase in morbidity which is found in older 
populations. In Appendix 2, Professor Mayston demonstrates that this approach consequently does not 
identify the costs of particular medical conditions and instead relies on the indirect association of the 
prevalence of such conditions, which the population on average has within these groups. The possible issues 
need to be worked through with real demographic date for different Authorities. 


2.5.2 However, in local populations, experiencing early morbidity, in cases which are expensive and 
difficult to treat, such as cancer, the true costs of treatment are not met by the formula because it is based on 
the national average for that age group. Indeed such age weighting in an inner city area will tend to bring 
about more of a substantial reduction in the area’s computed weighting population, than if the population 
had been healthy and survived till old age, when the allowance for the cost of their treatment would be much 
higher. The structure of the service in inner city areas has been designed to reflect this morbidity eg. centres 
for the specialist treatment of cancer. These structural characteristics also produce an economic effect which 
may not be fully met by the present formula. To some extent, the staff MFF addresses these concerns in 
London in an indirect way, but in other areas of the country facing similar problems no allowance has 
been made. 


2.5.3 Although the inclusion of “need” in the formula is welcomed, the actual weighting used, at present, 
may not be sufficient to overcome the serious financial penalties which are incurred by a district where serious 
morbidity is found in younger age groups. Moreover, the policy of zero-weighting part of the budget 
accentuates this effect and devalues the entire approach [See 2.1]. 


2.5.4 This work by Professor Mayston also poses further questions about the use of condition-related 
costings. If these were to be used instead of age-related costings, certain problems which have been 
experienced in developing services across district boundaries could be overcome. Furthermore, the 
development of regional and sub-regional centres for treatment such as cancer could be aided by the use of 
such costings. There may be an advantage in a pilot study sponsored by the DOH which used this method 
for cancer or similar cases and in which the comparative merits of each approach could be evaluated. Clearly 
such a pilot scheme should include a district with an expected high early morbidity and mortality from cancer. 


2.6 Strategic Priorities and Financial Mechanisms 


2.6.1 The decision to zero-weight would probably not have been taken if the activities and objectives which 
are met by this part of the budget had been clearly identified within the budget. It would clarify financial 
decisions if financial budgets at all levels reflected the policy objectives and strategic priorities which they were 
attempting to address. This is not impossible and indeed is already achieved in many budgets. The community 
budgets should be restructured in this direction as soon as possible. 


3. CONFLICTING OBJECTIVES—ENTER THE MARKET Forces FACTOR [MFF] 


3.1 Equal Access to Health Services 


3.1.1 This objective is one which has informed much of the debate on the development of an appropriate 
national formula to allocate resources. It was a central policy objective when the NHS was established, but 
the need for a financial strategy to underpin this aim was not fully recognised until the mid seventies. In many 
regions, such as the West Midlands, this objective has since played an important role in the allocation of 
resources within the region. However, this objective is now being seriously undermined at national level by 
the use of MFF, in particular staff MFF. 
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3.2 Quality measures 


3.2.1 Quite rightly, this dimension has informed much of the debate in recent times, whether this has 
resulted from research and clinical audit, or from a review of the non-clinical aspects such as the 
improvements indicated in the Patient’s Charter. However, it is impossible to maintain quality standards at 
national level in all districts, if there is not a commitment to the principle of funding equal access. If a district 
finds itself with insufficient resources to fund care on the basis of an equal service for similar patients, it will 
either cut down patient numbers, or reduce the quality of their care in order to balance its budget. Progress 
in this field has been eroded by the introduction of the MFF. 


3.3 The effect of the Staff MFF 


3.3.1 Appendices 1 and 2 show that the indicators which have been used to identify ‘need’ may need 
revision. However, Appendix 3 demonstrates that this fundamental objective is threatened by the use of the 
Market Forces Factor [MFF] in its present form. Within the MFF, there is a staff component which seeks to: 


— recognise an environment of growing Trust freedom and increasing use of contracted out services; 
— enable providers to move towards paying the market rate for all staff; 
— compensate purchasers who use services within higher pay zones. 


3.3.2 The premises on which the staff MFF have been developed are flawed. The approach makes 
fundamental assumptions about the increase in staff costs which may occur in the future and uses these 
predictions to effect regional allocations in the present. 


3.3.3 The validity of the methods used must also be open to question. Untenable comparisons of 
occupational groups have been made, eg. nurses with scientific workers, including such groups as quantity 
surveyors, and ambulance men with drivers, including drivers of earth moving equipment and cranes. These 
have been used to produce stratified zones within the country and so allocate different resource levels. As 
Appendix 3 demonstrates, the validity of the statistical assumptions in this work must be questioned. The 
zones which have been produced are not based on travel-to-work areas, or health regions, but rather on 
whether the district is based in the South East. As a result, the regions in the South East have received 
substantially more funding than elsewhere. One reason for this may be that the statistics in this form were 
easily obtained. 


3.3.4 This policy development will very rapidly produce an expensive stratified service benefiting the South 
East and will certainly undermine any allocation based on “need”. The gap between this zone and other will 
tend to widen, year by year, thereby producing a self-fulfilling prophecy and its own justification. Inner city 
areas in those regions of the country not in London and the South East are the districts most threatened by 
the staff MFF in its present form. Many areas will continue to experience problems of high staff turnover 
and high unmet training costs, but, unlike the districts of inner and outer London their problems will remain 
unrecognised and their difficulties will be exacerbated. 


3.3.5 One is reluctantly forced to consider whether these areas of high morbidity are being penalised solely 
to support an attempt not only to raise salaries and develop a different level of service in the South East, but 
even a different type of service. At the same time, the overall available allocation for districts in other areas 
than the South East has been reduced by a significant amount. 


3.3.6 In practice, if not in intention, this policy is protectionist of services in the South East. It has 
consequently all the faults of such a system, producing economic inefficiencies, stratification, distortions of 
recruitment, etc. Protectionism occasionally can be justified by adverse factors, such as actual high labour 
costs. Significantly, in this particular case, this is not so, for the recent staff agreement covering pay and 
conditions, while allowing local pay bargaining at the beginning of the negotiating round, envisages a system 
which would return the pay of nurses and other groups to the national average at the end of the year. 


3.4 Capital Charges 


3.4.1 The effect of capital charges on the services in the city can be quite marked. Appendix 4 shows that 
if the level of capital charges is too high, this can cause a downward spiral of decline in the quantity of services. 
The removal of a significant element of the allocation can affect the long term viability of hospitals. To avoid 
paying these charges, the providers may in future seek to lease buildings from the private sector or neglect 
the repair of old buildings to the detriment of quality. 


3.4.2 These changes were associated in Birmingham with a drastic revision of the building programme. As 
a result, new facilities have been lost and old hospitals are used for services for which they were not designed. 


3.4.3 There are other considerations which should be taken into account. In Appendix 4, it can be seen 
that the mortgage charge of six percent above inflation results in capital values which for older hospitals are 
substantially higher than the value which could be obtained from disposal on the market. Furthermore, South 
Birmingham, like many other districts containing inner-city areas, is penalised by the presence of old 
buildings. 
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4. THE EFFECT ON SOUTH BIRMINGHAM OF ZERO-WEIGHTING MFF 


4.1 The changes in allocation which have been generated by the introduction of zero-weighting and staff 
MFF have a significant impact on the available allocation. The present overall allocation, as assessed by the 
revised DOH formula, is £209,210,000 (a target notional figure before the removal of regional levies). If the 
decision to introduce zero-weighting were reversed, this would increase the allocation significantly. Using the 
full York Model this would increase the allocation to £213,034,680. If the budget were weighted by allotting 
separate programmes within this zero-weighted part of the budget [Option 3 in Appendix 1] with the 
weighting of the relevant matrix, the allocation would then rise to £219,810,084. 


4.2 The effect of the staff MFF should also be considered. If the present formula allocation remained and 
no allowance was made for the abolition of zero-weighting, the revised Target Formula Allocation would rise 
as shown below: 


Table 1 
THE EFFECT OF CHANGING THE POSITION OF SOUTH BIRMINGHAM IN THE MFF 
ZONES WITH NO CHANGE IN ZERO-WEIGHTING. 


Present Formula Allocation £209,210,000 
Elimination of effect of staff MFF £217,112,910 
Allocation if allocated to zone 3 £223,070,490 
Allocation if allocated to zone 2 £236,444,640 
Allocation if allocated to zone 1 £247,508,717 


4.3 Zone 3 now only includes the South East, while Zone 2 is outer London and Zone | is inner London. 
The allocations to 1 and 2 have been included for comparative purposes, but this paper does not argue that 
the allocation to Birmingham should be at this level compared with the rest of the country. What should be 
questioned is whether the allocation to outer and inner London should be increased so much in 
comparative terms. 

4.4 However, these illustrative figures should be revised to include the effect of abolishing zero-weighting. 
If the full York model is used and the allocation given as if South Birminghm were located in zone 3, the 
results are as follows: 


Table 2 
THE EFFECT OF CHANGING THE POSITION OF SOUTH BIRMINGHAM IN THE MFF 
ZONES COMBINED WITH THE USE OF A FULL YORK FORMULA 


Elimination of Zero-weighting [Full York] £213,034,680 

Elimination of effect of staff MFF £221,082,070 

Allocation to zone 3 MFF £277,148,560 
Table 3 


THE EFFECT OF CHANGING THE POSITION OF SOUTH BIRMINGHAM IN THE MFF 
ZONES COMBINED WITH THE ALLOTMENT TO RELEVANT MATRICES 
(IE. OPTION 3 APPENDIX 1] 


Elimination of Zero-weighting [Option 3] £219,810,084 
Elimination of effect of staff MFF £228,206,920 
Allocation to zone 3 MFF £234,467,774 


4.5 Therefore, depending on the changes which could be made in the allocation formula, the allocation of 
South Birmingham could increase by a figure rising from £3,824,680 which gives an allowance for the full 
York formula but includes no change in staff MFF, to £11,872,070, which gives an allowance for the full York 
formula and eliminates the effect of staff MFF; rising to £17,872,070 (using the full York formula and 
allocation to zone 3); rising to £18,995,920 (using opetion 3 for community programmes and eliminating staff 
MFF) and even £25,258,910, if South Birmingham were allocated to zone 3 and option 3 was used to assess 
the need for community programmes. 


5. CONCLUSIONS 


5.1 The adoption of zero-weighting cannot be justified. Moreover, the adoption of staff MFF in its present 
form will seriously distort the allocation mechanism, producing economic inefficiencies and inequities. 
Therefore, its adoption, in its present form will produce a stratified service and retard development in the 
majority of the country. 

5.2 In principle, the changes outlined here apply to North Birmingham also. Therefore, even larger sums 
will be involved when the two Authorities are merged in April 1996, a substantial proportion of North 
Birmingham having deprived inner-city status. 
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6. RECOMMENDATIONS 


1. Any financial strategy adopted by the DoH should progress its main policy objectives for the 
development of health, the prevention of illness and the provision of care. 


2. The budgets for community programmes should be structured to reflect the main strategic priorities, eg. 
Health of the Nation, early discharge, community care, and not a mixture of programmes and staff groups, 
as at present. 


3. Zero-weighting should be abolished and all the budget should be “need”-related. 


4. Pilot studies should be funded which would evaluate the use of condition-related costing. These projects 
should be based on diseases which exhibit a pattern of high early morbidity and mortality in areas with a high 
“need” assessment. It would be useful if such a programme included a project which examined cancer services 
and cancer costing. The structural effects of early morbidity in diseases with a high treatment cost should also 
i ete This is particularly relevant in inner-city areas and appears not to be fully met by the present 
ormula. 


5. The use of staff MFF should be reassessed. Staff MFF in its present form is unsatisfactory and has a 
detrimental effect on services outside the South East region. 


6. The effect of staff MFF on large inner-city districts outside of London should be assessed as a matter 
of priority. 


7. Until further evaluation is finished, the staff MFF should only be used as a planning indicator for 
moving areas towards their target. 


8. The system of target allocations should be reintroduced. Redistribution should not be based entirely on 
a regional allocation mechanism but reviewed nationally. 


9. The effect of capital charges should be formally monitored by the DoH and its assessment published in 
the public domain on a yearly basis. 


10. The Parliamentary Select Committee on Health should take evidence on the factors which have 
adversely affected health provision in Birmingham, the financial problems it would face in the future if 
government policy were fully implemented, and the consequent difficulties faced by patients and staff, as well 
as purchasers and providers. 


September 1995 


Supplementary Memorandum submitted by the Department of Health [PE 1K] 
PLANNED DEVELOPMENTS TO THE WEIGHTED CAPITATION FORMULA 


MARKET Forces FACTOR 


The staff element of the market forces factor, the single most significant element, has attracted adverse 
comment—the results do not feel fair on the ground. For this reason a fundamental review is to be 
undertaken, with the help of external analysts, to re-examine the basis and methodology of the adjustment 
to ensure that it helps to produce an equitable distribution of resources across the country. The review will 
also consider the effect of other factors on the cost of providing services eg. ethnicity and rurality. Invitations 
to tender for the study have already been issued. The bids will be evaluated and the contract for the work 
awarded by the end of January. 


At the same time we have taken the opportunity to review the other elements of the market forces factor 
which reflect the effect of geographical variations on the cost of land and buildings. This work is being 
undertaken internally but will be overseen by a group which will include external input. 


The Department of the Environment announced an independent review of the area cost adjustment for 


local authority resource allocation last October and we are liaising with them as it may be possible that some 
research will be relevant to both studies. 


NEED 


Our commitment is to weigh all HCHS expenditure for need as soon as this can be supported by 
appropriate research and evidence. To this end we have commisssioned the following studies. 


Community Health Services (CHS) 
(excluding maternity and psychiatric which are already weighted) 


Work has been undertaken internally to explore with NHS providers the best way of measuring 
need for community services and the feasibility of utilising national and local datasets (for example 
the data collected by the pilot sites for Contract Minimum Dataset (CMDS)). Encouraged by our 
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findings we have therfore decided to take this forward by commissioning further work by 
external analysts. 


Invitations to tender will be issued shortly for such research which will use these data to identify an 
interim set of needs drivers for CHS. 


The long-term goal is a full national small area analysis, along the lines of the work for inpatient 
services, but from our work it is clear that this is not feasible at present and will have to await 
developments in the CMDS for community services. 

Services for People with Learning Difficulties (PLD) 

Previous attempts to model use of PLD services have been hampered by poor data and the 
conventional technique of small area analysis is unlikely to bear fruit in this area. As a first step 
towards developing a different approach a literature review by external academics is being 
commissioned to establish whether there is any epidemiological evidence to suggest a link between 
PLD and any health or socio-economic factors. 


Aministration and Other Services 


Work is in hand internally to analyse in more detail the type of services currently recorded in this 
category of programme expenditure by Health Authorities. Once the results of this preliminary 
study are available further work will be undertaken to determine whether a needs weighting is 
appropriate for any part of this expenditure. 


25 January 1996 


Supplementary Memorandum submitted by the Department of Health [PE 1L] 


LETTER TO THE CLERK OF THE COMMITTEE FROM THE PARLIAMENTARY CLERK, 
DoH, DATED 29 MARCH 1996 


Thank you for your letter of 12 March 1996 to Stuart Moore concerning the Committee’s forthcoming 
report on the NHS resource allocation formula. 


You indicated that you would be happy to receive the answers piecemeal and I attach answers to seven out 
of the ten questions asked by the Committee. 


I apologise for not being able to reply to the outstanding questions by 1 April 1996 and I will endeavour 
to have these with you by 17 April 1996. 


RESPONSE TO QUESTIONS FROM HEALTH SELECT COMMITTEE 


QUESTION 1 


We understand that the original RAWP formula contained no equivalent to the Market Forces Factor, i.e. a 
weighting to reflect geographical differences in the costs of providing care. When was such a weighting first 
introduced into the formula, on what basis was it then justified, and what changes have been made since that 
introduction? 


RAWP argued that “cost differentials for and within the Thames Regions are almost certainly significantly 
greater than those which are attributable to the effect of London Weighting on pay which in any event must 
be taken into account”. They pointed out that within the framework of national pay scales some variation 
in labour costs can arise as a result of differences in overtime worked, discretion in grading, use of part-time 
and agency staff. Data difficulties meant that they were unable to recommend a weighting factor with any 
degree of confidence. However they did recommend an urgent study “to establish the scale and significance 
of geographic market cost differences and their effect on the provision of services”. A copy of the RAWP 
report is enclosed;* the above references can be found at paragraph 2.34. 


The results of the study recommended by RAWP are contained in the “Report of the Advisory Group on 
Resource Allocation—1980” (AGRA). On the basis of analysis carried out by the Economics Advisers’ Office 
of DHSS, AGRA concluded that data from the Department of Employment’s New Earnings Survey could 
be used to construct an index to indicate how much targets should be adjusted to compensate for external 
market forces. As a result of their recommendation a market forces factor adjustment to reflect higher staff 
costs, over and above London Weighting, was introduced in 1980/81. A copy of AGRA’s report is enclosed.* 


“Working for Patients” (January 1989) modified the system with the introduction of the Thames Additions 
to “reflect the higher costs of, and demands on, services of the Capital in particular” (paragraph 4.8). This 
adjustment, which was in addition to the existing market forces adjustment, gave 3 per cent extra to the North 
Thames Regions and 1 per cent to the South Thames Regions and was introduced in 1990/91. 





* Not printed 
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In October 1993 Professor Bernard Tomlinson’s “Report of the Inquiry into London’s Health Service 
Medical Education and Research” was published. He recommended that weighted capitation formulae (both 
national and sub-regional) be kept under review to ensure adequate recognition for the “unavoidable costs 
“ pelts which have to be secured in London (principally the costs of pay, land and buildings)” (paragraph 

refers). 


Accordingly the 1993-94 review of the weighted capitation formula looked again at the MFF. The 
abolition of the RHAs created the need for a new adjustment suitable for allocating direct to DHAs. The 
result of the review was an integrated MFF covering staff costs and capital charges which is used in the present 
formula. This extended MFF subsumed both the earlier London Weighting adjustments (except for Medical 
& Dental) and the 3 per cent:1 per cent Thames Additions. 


QUESTION 2 


The population figures to which weightings are applied are ultimately derived from the decennial censuses. Would 
it be reasonable to conclude from this that they become to some degree less reliable year by year during the 10 
year gap between censuses, with knock-on effects on the operation of the formula as a whole? 


The population data used for revenue resource allocation are the latest available sub-national resident 
population projections for health authority (HA) areas in England. Following each Census, new population 
data are produced by the Office of Population Censuses and Surveys (OPCS) annually to take account of 
subsequent births, deaths, migration, and ageing of the population, and these are known as estimates. These 
estimates are then used by OPCS, normally every two years, as the basis of calculating new population 
projections for future years. 


In the 1996-97 allocations the projections used, prepared by OPCS, were based on OPCS population 
estimates for mid-1993 and provided a guide to the possible size and distribution of the population by HA 
area, age and sex from 1994 to the year 2018. Their primary purpose is to provide a consistent national 
framework for the allocation of resources and for local planning. Care is required in interpreting the 
projections. They show what population levels would result if assumptions about future migration, fertility 
and mortality were exactly fulfilled. These projections are explained in OPCS Monitor PP3 95/1: 1993-based 
population projections for health authority areas in England, and more fully in series PP3 no.9: sub-national 
population projections for England 1993-based. 


QUESTION 3 


We understand that there is a means of “counting-in” the estimated number of persons missing from the census 
count, especially in inner-city areas (either as a result of poll-tax evasion or for other reasons). Could you give 
us details of how this is done? Does it take account of the possibility that census evaders might have greater health 
care needs than the rest of the population? 


After each Census a new set of “base” mid-year population estimates are prepared by OPCS. These base 
estimates are derived from the Census counts of usual residents, but adjustments have to be made to allow 
for differences in definition and reference dates and to take account of under-enumeration in the Census. 


When preparing the 1991 mid-year resident population estimates such adjustments were made. An 
explanation of these adjustments are given in OPCS Monitors PP! 93/1 and PP1 93/2 and more fully in an 
article which appeared in Population Trends no. 73 Autumn 1993. A copy of this article is attached. Each 
following mid-population estimate is then prepared with allowance for subsequent births, deaths, migration, 
and ageing of the population since the 1991 Census. 


QUESTION 4 


Can you confirm that the decision to allocate 64 per cent of the HCHS budget according to the York acute index, 
12 per cent according to the York psychiatric index, and 24 per cent according to no needs index, reflected a 
64:24:12 split in existing HCHS spending on these sectors, and that any future change in that pattern of spending 
will therefore be reflected in changed proportions of allocation? 


We can confirm that the 64:12:24 split does reflect existing HCHS spending on the relevant sectors and that 
this split will be updated annually as the pattern of spending changes. 


QUESTION 6 


Does the new formula apply to Scotland, Wales and Northern Ireland? If not, what arrangements are adopted 
for resource allocation in those parts of the United Kingdom? 


The new formula only applies to England. The Secretaries of State for Scotland, Wales and Northern 
Ireland are responsible for their own resource allocation arrangements. 
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QUESTION 9 


Is the needs weighting intended to take account of needs related to age? Did the York University team, when 
making their choice of variables for their two needs indices, deliberately disregard (with one exception) variables 
that were directly age-related because they knew that another element within the overall formula was intended 
to measure age-related needs? Or did they take the view that the variables that were chosen did in fact correlate 
closely with age? 


The intention is that the adjustment for need should reflect need over and above that already accounted 
for by age. The team from York University standardised all their measures of utilisation and, where possible 
those needs variables that vary substantially with age and sex. They also checked for any residual age effects 
which might not have been removed by the standardisation process (paragraphs 4.4-4.7 of the York report 
“A Formula for Distributing NHS Revenues Based on Small Area Use of Hospital Beds” refer). 


QUESTION 10 


Has the contract for the “fundamental review” of the MFF yet been awarded, and if so to whom? Please could 
you supply us with the consultants’ detailed terms of reference. Within what timetable is the review expected to 
be completed? And within what timetable are the reviews on “need” referred to in Trish Fretten’s letter of 25 
January expected to be completed? 


The contract to the analysis of local labour markets and to provider costs has been awarded to the Institute 
for Employment Research at Warwick University. A copy of the terms of reference from the invitation to 
tender document is enclosed. It may be possible to revise the MFF in time for 1997-98 allocations. 


The study to help develop an interim needs weighting for community health services, the literature review 
of services for People with Learning Disabilities (PLD) and the analysis of expenditure on Administration 
and Other Services will all be completed during 1996-97. 


29 March 1996 


APPENDIX 
TERMS OF REFERENCE 


A NATIONAL STUDY INTO THE EFFECT OF GEOGRAPHICAL VARIATIONS IN LABOUR MARKET FORCES 
ON NHS ProvIipDER Costs 


INTRODUCTION 


1. Revenue resources for hospital and community health services (HCHS) in England are allocated via a 
national weighted capitation formula. The formula allows for age, need and for unavoidable geographical 
variations in provider costs due to “market forces”. The underlying principle is to provide equal opportunity 
of access to NHS services for people of equal need. 


2. Following a review of weighted capitation in 1993-4, a modified national formula was used for 1995-6 
allocations. However, the review focused mainly on the age and needs weightings in the formula. The market 
forces factor (MFF) was not subject to the same degree of external scrutiny and has since been re-examined 
by a national Resource Allocation Group (RAG). On the recommendation of RAG, the Secretary of State 
for Health has now decided to commission a fundamental review of the MFF. 


3. In addition, certain cash-limited elements of general medical services (GMS) expenditure are also 
allocated according to a capitation formula. The formula uses the same age weighting as for hospital services 
but there is currently no weighting for needs or market forces. Since one of the items of expenditure covers 
general practice staff (practice nurses, receptionists, clerical staff and so on), RAG is interested in the 
possibility of developing on MFF for practice staff. 


4. Against this background, the NHS Executive proposes to commission detailed research to quantify 
geographical variations in labour market forces and their effect on NHS provider costs; and hence to 
recommend improvements to the HCHS revenue and GMS cash limited capitation formulas. This document 
invites tenders for the analysis. The timetable for the tendering process is at Annex A. 


5. Two related projects will operate in parallel but do not form part of this tender. The first of these will 
revisit the non-staff elements of the MFF. It will aim to refine the land and building costs adjustment relating 
to capital charges and review the present assumption that other input cost do not vary geographically. The 
intention is to put this work out to tender separately. 


6. Second, a scoping study will consider whether there are other sources of cost variations outside the 
conventional definition of market forces. The initial work for this is to be carried out by the Economics and 
Operational Research division of the Department of Health, but will be peer reviewed externally. If further 
work is then warranted it may be put to tender at a later stage. 
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THE CURRENT APPROACH 


7. Although it has recently been modified and extended, the original MFF was introduced in 1980 on the 
recommendation of the Advisory Group on Resource Allocation (AGRA). It was prompted by a study 
carried out in the Department’s Economic Advisers Office, subsequently published as a Goverment Economic 


Service working paper (Weeden, 1980). This found that differences in unit staff costs between Thames and 
the rest of England exceeded London Weighting. 


8. The justification for the staff MFF is that, because of the highly competitive local labour market, 
providers in London and the South East incur unavoidably higher costs than their counterparts in other 
areas. These costs include unfilled vacancies, advertising and administration costs, lower productivity due to 
high proportions of new recruits, grade drift, and so on. The higher costs follow unavoidably from the 
economic environment—“market forces”—and are outside the provider’s control. The staff MFF compensates 
purchasers for the effect of these market forces on provider prices. 


9. A detailed description of the current method of calculation is at Annex B. The key elements are: 
Pay zones: 
—__ based on economic regions (except zone 1 = 4 inner London DHA’s) 
External comparator wage indices: 
— derived from New Earnings Survey data by county and London Borough 
Pay zone uplifts: 
— external wage indices weighted by NHS staff mix 


10. Medical and dental staff are currently excluded from the MFF calculation (though there is a separate 
adjustment in the formula to cover M & D London weighting). The argument for this is that the effect of 
external labour market conditions on medical professionals in the South East is offset by factors such as 
enhanced career prospects in London, and particularly the potential for earnings from private practice. Note, 
however, that qualified nurses, midwives and PAM’s have since the review of weighted capitation been 
included within the staff MFF. 


PROBLEMS WITH THE EXISTING APPROACH 
11. Many people in the NHS and the academic community have commented on the way the MFF is 

calculated. Some of the points they have made are: 

(a) the MFF has been based on internal DH work, with relatively little external scrutiny; 

(b) the staff MFF weighting has an implausibly large effect on capitation targets; 

(c) there are large “step” differences in the staff MFF for adjacent districts; 

(d) the relationship between market forces and costs has not been analysed empirically; 

(e) there is no MFF adjustment in the formula for GMS CL expenditures; 

(f) the staff uplifts can change erratically over time as the NES is updated; 


(g) no allowance for differential effects outside London (eg. major conurbations). 


RESEARCH OBJECTIVES 


12. The primary overall objective is to improve the staff MFF calculation within the HCHS capitation 
formula by making it more empirically based and hence more transparent, objective and widely accepted. 


13. The specific research objectives are for the researchers to determine, but are likely to include the 
following: 


(a) Assisted by the NHS Executive, compile the relevant dataset, covering NHS staff costs, recruitment 
indicators and labour market indicators at local level for the whole of England (see Annex C). 


(b) For each NHS staff group (including GMS practice staff), estimate statistical models of the 
geographical variations in NHS staff turnover, or other relevant indicators of recruitment and 
retention problems. Use these models to test the assumptions implicit in the current staff MFF viz. 


(i) labour market forces have a significant, unavoidable and differential impact on turnover in 
London and the South East 


(ii) elsewhere the effect can be regarded as uniform 


(c) Consider briefly to what extent labour market forces relevant to the NHS vary over time (eg. trend, 
cycle, random elements) and how, if at all, this should be taken into account. 
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(d) Consider whether the average wage in each comparator group is, as currently assumed, the most 
appropriate summary indicator of local labour market forces. If it is, consider the best way to exploit 
the New Earnings Survey (NES) data to measure the relevant market wage, with regard to (for 
example) the following: 


(i) relevance of comparator group (skill levels, substitutability, gender); 
(ii) statistical reliability of comparator wage indices (sample size); 

(iii) definition of pay zones (to approximate labour markets); 

(iv) hourly vs weekly wage rates; 

(v) requirement for smooth and gradual variations between districts. 


(e) Alternatively, develop a suitable alternative index of staff market forces (eg. weighted average of 
indicators of local labour market conditions) which will provide an objective and sensitive measure. 


(f) Consider how best to measure staff costs for providers of both HCHS and GMS cash limited services. 
(g) Model the relationship between market forces and provider staff costs. 


(h) Review the assumption that medical and dental staff should be excluded from the MFF. Identify 
which, if any, NHS staff groups cannot be regarded as being employed within a competitive labour 
market. For these groups, quantify any unavoidable geographical variations in provider staff costs: 
for example 


(i) London weighting 
(ii) cost of attracting medical professionals from London to provinces 


An important secondary objective of the study is to make a preliminary assessment of the impact on NHS labour 
costs of the move towards local pay bargaining. 


(i) The NHS is gradually moving from centralised to /ocal pay bargaining. At present this is in its early 
stages and is not taken into account in the resource allocation formula. Provide an initial assessment 
of how local pay bargaining might affect the distribution and level of NHS staff costs and 
implications for the formula. 


OUTPUTS 


14. The main output will be a comprehensive report setting out methodology, results and 
recommendations for improvements to the staff MFF calculation. The report should include an executive 
summary and should be agreed in outline with the NHS Executive in advance. Five hundred (500) bound 
copies of the report, together with a copy on disc, should be delivered to the Project Manager by 31 May 1996. 


15. In addition, at regular intervals during the project, the researchers will be expected to provide progress 
report(s); oral presentation(s) to members of the Resource Allocation Technical Advisory Group; and an oral 
presentation of the final results to RAG itself. The other main output of the project will be the dataset (on 
disk), complete with supporting domumentation, to be delivered to the Project Manager. 


RELEVANT EXPERTISE 


16. Given the above research objectives, it is important that the researchers should have experience in 
modelling of local labour markets. We would expect to appoint a team led by or including a specialist labour 
economist. In addition, it would be desirable to have expert knowledge of the health service (resource 
allocation issues, relevant data sources). 


Annex A 
TIMETABLE 
1. The timetable for the tendering process is as follows: 
Issue of tender document Monday 13 November 1995 
Deadline for receipt of tenders Wednesday 17 January 1996 (noon) 
Opening of shortlisting Thursday 18 January 1996 
Notification of tender proposals Monday 22 January 1996 
Interviews Friday 26 January 1996 
Notification of award of contract Tuesday 30 January 1995 


2. The deadline for completion of the research is 31 May 1996, in order to inform calculation of targets for 
1997-98. However, if you feel that this is unrealistic you should not be put off from tendering and suggesting a 
longer time period, particularly if primary data collection is required. 
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Annex B 


STAFF MFF: CALCULATION METHOD 


1. This Annex explains in detail the calculation of the staff pay uplifts as used in 1995-96 HCHS allocations 
(see HCHS Revenue Resource Allocation booklet, p14, Table 5). 


2. The adjustment is based on external comparator wage indices by pay zone. The concept and derivation 
of pay zones is explained below. 


3. The main data source for external wage levels is the New Earnings Survey (NES). The Department of 
Education and Employment supplied data for London boroughs and counties showing average gross weekly 
earnings of full time employees on adult rates for Standard Occupational Groups (SOCs). A combined 
sample was used based on three years (1991-2-3). The SOCs were chosen to be comparable with NHS staff 
groups as follows: 


NHS Staff Group Standard Occupational Classification Used 
Maintenance 5-Craft and related occupation 
Admin and Clerical (including managers) la—Corporate managers 


4a—Clerical occupations 
4b-Secretarial occupations 


Unqualified Nurses and ancillaries 6b-Personal service occupations 
Ambulance Staff 8b-Drivers and mobile machine operators 
Qualified nurses, midwives, PAMs and P&T 3a—Scientific technicians 


4. Note that at such a level of disaggregation, the sample size in the NES is in some cases too small to give 
reliable earnings data. In such cases the average wage for the relevant district and SOC was assumed to be 
the same as the average for the pay zone. 


5. Inaddition, since LA district boundaries are not in general coterminous with those of health authorities, 
the data for London Boroughs were aggregated to DHA level. The City of London, whose wage levels are 
atypically high and dominated by the financial services sector, was excluded at this stage. Each county may 
include more than one DHA, in which case each DHA was assigned the county average. 


6. Finally, for each pay zone, an average wage index for each of the occupational groups was calculated. 
The calculation for zone | administrative and clerical staff is presented below by way of an example. This 
gives a value of 128.5. 


DHA Sample (A) Index (B) A* 8B 
KCW 5048 133.1 671888.8 
City and E. London 1434 123.1 176525.4 
S.E. London 1904 Ber2 230764.8 
Camden and Islington 2518 128.1 322555.8 
Column Total 10904 1401734.8 1401734.8/10904 


= 128.5 


7. The overall uplift for each pay zone is a weighted average of the indices in each staff group, the weights 
for the 1995-96 calculation being the estimated proportion of NHS expenditure on each group in 1991-92. 
The figures include an estimate of expenditure on contract staff. Again, the calculation of the uplift for zone 
1 is presented below by way of illustration. 


Occupational Group Index (A) Weight(B) A*B 
Admin. & Clerical la+4a+4b 128.5 .189 24.29 
Qualified Nurses, Midwives, PAMS, P&T 3a eae 5791 72.50 
Maintenance 5 120.2 0197 2.37 
Unqualified Nurses and Ancillary Staff 6b 121.7 .1883 22.92 
Ambulance Staff (excl. admin.) 8 120.6 024 2.89 
Column Total 1 125.0 


DERIVATION OF PAY ZONES 


8. There are two justifications for the use of wage indices at pay zone, as opposed to a more disaggregated 
level. First, the sample sizes in the NES data are larger and possibly more reliable at zone level than at county 
or borough level. Second, there is no evidence at present that labour market forces add to costs significantly 
or differentially for districts outside the South East: in other words they should be regarded as a single 
homogenous area for the purposes of the staff MFF calculation. 
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9. The four pay zones are: 
— London Zone 1 
— London Zone 2 
— Rest of South East England (Zone 3) 
— Rest of England (Zone 4) 
10. The zone boundaries are based on the Greater London and Rest of South East England standard 


economic regions. Greater London is then subdivided into two zones using hierarchical cluster analysis of 
the mean wage for all SOC’s. 


11. Note that such an analysis for 1991-93 NES data places Hillingdon DHA in zone 1, but this is wholly 
due to a high (and possibly unreliable) observation for SOC 6B. In view of this fact, and the geographical 
position of the district in relation to other zone 1 DHA’s it was decided that Hillingdon should be assigned 
to zone 2. 


Annex C 


DATA SOURCES 


The exact data requirements are for the researchers to propose. Suggested data sources are set out below. 
However, we would welcome alternative suggestions for more reliable or more appropriate data sources. 
Where necessary, unpublished government data may be made available. If so, this will be on condition that 
strict confidentiality be observed, that the data are used solely for the purpose of the specified analysis and 
that they are not retained by the researchers after the analysis is complete. 


Variable Source 
HCHS provider staff costs TFR2/TFR3 returns 
Quarterly monitoring returns 
GMS practice staff costs FHSA accounts 
recruitment/retention measures (eg. turnover rates) KM48/JNPMI non-medical workforce census 
by occupation NURVAC survey (Office of Manpower 
Economics) 


Labour Force Survey 
1991 Census of Population 


labour market indicators: 


— average wage New Earnings Survey 
— cost of living DoE rent & BS house 
— unemployment NOMIS 
— employment opportunities 

private health care HSI’s 

other sectors Census of employment 
— demographic factors 

migration OPCS 

population of working age OPCS 


Extract from Supplementary Memorandum submitted by the Department of Health [PE 1M] 


LETTER TO THE CLERK OF THE COMMITTEE FROM THE PARLIAMENTARY CLERK, 
DATED 18 APRIL 1996 


Further to my letter dated 29 March 1996, I attach answers to the three outstanding questions asked by 
the Committee in connection with their forthcoming report on the NHS resource allocation formula. 


QUESTION 5 


The Committee has received evidence from a number of quarters on the likely net redistributive effects of the new 
formula—for instance, from the King’s Fund Institute (evidence, pages 26-34) and from Dr Raftery of the 
Wessex Institute of Public Health (evidence, pages 35-41). In addition, the York University team produced a 
paper on this in May last year. What is the Department's own view of the likely redistributive effects of the new 
formula, and please could it comment on the analyses by outside bodies referred to above? 
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The Department has used the formula to set Health Authority (HA) weighted capitation targets for 
1996-97 so the actual redistributive effect (compared with HAs’ current allocations) has been calculated. The 
final 1996-97 HA distance from targets are shown at Table 1*. This redistributive effect is managed by 
determining the speed at which HAs are brought closer to their targets. The aim is for a pace of change which 
ensures continuity and stability for all HAs. 


Our comments on the analyses of the new formula by the three outside bodies are given below. 


Dr RAFTERY’S SUBMISSION 


We welcome the overall conclusion that the new formula “marks a big improvement, notably in its 
modelling of need”. 


Much of the rest of the discussion relates to the market forces factor, which is being reviewed at present, and 
to a hypothetical comparison between the old and the new national formulae. In our view, this hypothetical 
comparison is of limited value. The old formula was never applied at district level and some of Dr Raftery’s 
assumptions are unclear, particularly with regard to the market forces factor. 


We do not agree that the formula should adjust for the prevalence of private health care insurance. The 
NHS is available to all, regardless of ability to pay and residents with private health insurance always have 
the option to use the NHS. The question of the interface with social care is less straightforward. However, 
there are already many similarities in principle between the national capitation formula for hospital and 
community health services and the calculation of the standard spending assessment for personal social 
services. In developing needs indicators for community health services we will consider the question of 
interactions with social services for the elderly. 


Regarding transparency, a detailed account of the formula is given annually in the Cash Limits Exposition 
Booklet which is sent to every HA in England and is made available to anyone on request. Copies are also 
held in the Library of the House. As far as development of the formula is concerned, the York work was of 
course published; the report of the review of market forces factor and similarly any reports on further needs 
adjustments will also be published. This development work is also exposed to a representative group of senior 
NHS managers who now advise the Department on resource allocation issues (the national Resource 
Allocation Group). 


On a point of detail, the difference in the age cost weights compared with the preliminary set of inpatient 
weights published by York is easily explained. Subsequent to their needs analysis, the Department were able 
to obtain data on unfinished as well as completed hospital episodes, as recommended by the York report ‘A 
Formula for Distributing NHS Revenues Based on Small Area Use of Hospital Beds’ (paragraph 4.57 refers). 
In addition their age costs weights related solely to inpatients, whereas the Department’s age cost curve covers 
all services. 


KING’S FUND SUBMISSION 


The description of the York analysis of inpatient need as “the most impressive and sophisticated 
undertaken so far as in this field” is welcome, as is the statement that “the new approach to weighted 
capitation has much to commend it”. 


Weighting less than 100 per cent of expenditure for needs is not new. A similar approach was used in the 
RAWP formula. Applying SMR across the board was itself in innovation introduced following the White 
Paper “Working for Patients”. This was judgemental rather than an analytically based change. 


There is no statistical basis for choosing the psychiatric and elderly model in preference to the psychiatric 
model. Ideally one would have a separate needs index for geriatric medical specialties, but the relevant model 


was not statistically robust. 


There is no‘basis for retaining the Thames Special Adjustment: London labour cost effects are dealt with 
in the market forces factor and homelessness is picked up by the needs indices, except for a separate rough 
sleepers adjustment. Commuting mainly affects A&E services and is best dealt with locally outside the 


formula. 


The needs dimension of ethnicity was fully considered by the York researchers. This is reflected in the 
formula directly, through the New Commonwealth variable, and indirectly, via other needs variables 
correlated with ethnicity. There may, however, be a cost dimension, eg. language barriers and this is being 
addressed as part of the review of the market forces factor. 


Similarly, we intend to carry out further work to see whether complementarity and substitutability between 
services is an important issue. 
oc ae SESS OORT SSE yen A oe a REE ish JO Ie Nase OO UES 1S EL TS 
* printed as Annex 5 to report, HC 477-I. 
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UNIVERSITY OF YORK DISCUSSION PAPER 134 


This paper acknowledges that in using the results of the York analysis of the relative needs of geographical 
areas the Department had “to make a judgement about which needs index to use for distributing funds not 
relating to inpatient services”. For 1995-96 the Department decided to allocate 64 per cent according to the 
acute index, 12 per cent according to the psychiatric index and the remaining 24 per cent was not weighted 
for need. The paper illustrates an alternative option of using the acute index to weight the 24 per cent. 


We note that the authors “would not suggest that use of the acute model to allocate the problematic 24 per 
cent is necessarily appropriate”. We agree with the view expressed by York University, both in the report ‘A 
Formula for Distributing NHS Revenues Based on Small Area Use of Hospital Beds’ and in this later paper, 
the further research is required on the relative need for health care in non-inpatient services, and this work 
is already in hand (see earlier reply to Question 10). 


The paper’s only critical conclusion is that “the use of no needs weighting for such a large block of services, 
which includes community and mental handicap services, can be challenged”. However, the same criticism 
could have been levelled at a decision to weight the 24 per cent using the acute needs index. 


We have to be able to justify our actions to those who would lose resources under any change to the formula 
and that is why we have only applied the York work to areas of expenditure where it is clearly appropriate 
ie backed by analysis. As stated earlier, we are committed to the principle of weighting services for need and 
will introduce appropriate adjustments when these can be supported by evidence. 


QUESTION 7 


Is it correct that the three weightings are applied to population figures in the following sequence: (1) age/cost; 
(2) needs; (3) market forces? What was the reason for adopting that particular sequence? Please could the 
Department supply us with figures showing, in respect of each DHA, the allocations that would be generated by 
each of the six possible sequences of applying the weightings. 


In the present weighted capitation formula population figures are successively weighted for (i) age, (ii) need 
and (iii) market forces. This essentially follows the RAWP methodology which was to first weight to take 
account of diffrences in the need for health care and second to weight for the unavoidable differences in the 
costs of providing health care. 


The starting point for RAWP in developing a measure of relative need was to acknowledge, and adjust for, 
the fact that patterns of morbidity within the population vary for different age/sex groups. RAWP also 
accepted that in addition to the age/sex effect there were social and economic factors affecting the use of 
resources and recommended the use of Standardised Mortality Ratios (SMRs) as an index of morbidity to 
act as a proxy for residual “need”, over and above the age effect. 


Table 2 shows that the effect on HA targets of adopting each of the six possible sequences of weighting is 
immaterial. In parallel with our work to develop additional needs weightings we are considering an 
alternative approach to calculating targets in which the sequence does not matter. 


QUESTION 8 


Can the Department supply figures showing how much per head does expenditure vary in each health authority 
as a result of the operation of each of the three weightings in the formula? Can it also supply the figures referred 
to by Mr Harris in Question 243 of the evidence taken on 6th July last year? 


Table 3! shows the effect of the weightings per head of crude population at each stage in the calculation of 
weighted capitation targets for 1996-97. Table 4? represents Table 3 data in the form of an index and is the 
latest version of the figures referred to by Mr Harris in Question 243 of the evidence taken on 6 July last year. 


a 


! See HC 477-1, Annex 2. 
2 See HC 477-I, Annex 3. 
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CALCULATIONS OF 1996-97 WEIGHTED CAPITATION TARGETS: 
BASED ON HA BOUNDARIES AS OF 1 APRIL 1996 


A B c D E F 
Targets based Targets based Turgets based — Targets based Targets based — Turgets based 
on populations on populations on populations on populations on populations on populations 

weighted for weighted for weighted for weighted for weighted for weighted for 
Age, Need Age, MFF Need, Age Need, MFF MFF, Age MFF, Need 


and MFF and Need and MFF und Age and Need and Age 
£0008 £0008 £0008 £0005 £0005 £0008 
Avon 387,573 387,585 387,592 387,592 387,585 387,605 
Barking and Havering 173,372 173,373 173,374 173,374 173,373 173,375 
Barnet 1375427 137,122 137,128 137,128 137,122 137,123 
Barnsley 102,746 102,751 102,744 102,744 102,751 102,750 
Bedfordshire 214,564 214,568 214,573 214,573 214,568 214,578 
Berkshire 289,096 289,110 289,123 289,123 289,110 289,138 
Bexley and Greenwich 201,390 201,382 201,383 201,383 201,382 201,375 
Birmingham 446,831 446,786 446,776 446,776 446,786 446,728 
Bradford 208,276 208,260 208,256 208,256 208,260 208,239 
Brent and Harrow 207,435 207,418 207,421 207,421 207,418 207,404 
Bromley 128,687 128,691 128,695 128,695 128,691 128,699 
Buckinghamshire 249,375 249,391 249,401 249,401 249,391 249,419 
Bury and Rochdale 168,628 168,618 168,614 168,614 168,618 168,603 
Calderdale and Kirklees 247,017 247,006 247,003 247,003 247,006 246,991 
Cambridge and Huntingdon 161,289 161,301 161,308 161,308 161,301 161,321 
Camden and Islington 204,141 204,099 204,095 204,095 204,099 204,050 
Cornwall and Isles of Scilly 209,359 209,374 209,374 209,374 209,374 209,390 
County Durham 275,431 275,435 275,420 275,420 275,435 275,424 
Coventry 129,994 129,984 129,982 129,982 129,984 129,972 
Croydon 140,490 140,484 140,487 140,487 140,484 140,480 
Doncaster 129,467 129,470 129,464 129,464 129,470 129,467 
Dorset 298,935 298,952 298,960 298,960 298,952 298,979 
Dudley 124,354 124,360 124,359 124,359 124,360 124,365 
Ealing, Hammersmith and 312,388 312,353 312,352 312,352 312,353 312,315 
Hounslow 
East and North Hertfordshire 190,982 190,994 191,002 191,002 190,994 191,015 
East Kent 277,186 277,195 277,197 277,197 277,195 277,206 
East Lancashire 229,195 229,176 229,169 229,169 229,176 229,148 
East London and the City 327,236 327,178 327,166 327,166 327,178 327,105 
East Norfolk 250,927 250,943 250,948 250,948 250,943 250,966 
East Riding 237,932 237,944 237,941 237,941 237,944 237,953 
East Surrey 164,782 164,789 164,800 164,800 164,789 164,809 
East Sussex, Brighton and Hove 357,643 357,642 357,648 357,648 357,642 357,647 
Enfield and Haringey 225,683 225,660 225,660 225,660 225,660 225,636 
Gateshead and South Tyneside 167,865 167,861 167,852 167,852 167,861 167,847 
Gloucestershire 216,007 216,020 216,026 216,026 216,020 216,040 
Herefordshire 64,947 64,952 64,954 64,954 64,952 64,960 
Hillingdon 103,341 103,341 103,344 103,344 103,341 103,344 
Isle of Wight 61,278 61,280 61,281 61,281 61,280 61,284 
Kensington, Chelsea and 188,024 187,990 187,991 187,991 187,990 187,956 
Westminster 
Kingston and Richmond 133,763 133,763 133,769 133,769 133,763 133,769 
Lambeth, Southwark and 390,669 390,597 390,587 390,587 390,597 390,512 
Lewisham 
Leeds 308,852 308,837 308,833 308,833 308,837 308,817 
Leicestershire 355,737 355,733 355,740 355,740 355,733 355,736 
Lincolnshire 253,163 253,180 253,181 253,181 253,180 253,199 
Liverpool 226,320 226,302 226,288 226,288 226,302 226,269 
Manchester 212,164 2125123 212,112 ps WA UY? 212,123 212,069 
Merton, Sutton and Wandsworth 285,042 285,019 285,023 285,023 285,019 284,999 
Morecambe Bay 133,896 133,900 133,899 133,899 133,900 133,904 
Newcastle and North Tyneside 220,255 220,239 220,231 220,231 220,239 220,214 
North and East Devon 199,966 199,978 199,982 199,982 199,978 199,995 
North and Mid Hampshire 200,027 200,046 200,056 200,056 200,046 200,076 
North Cheshire 127,876 127,880 127,875 127,875 127,880 127,879 
North Cumbria 131,510 131,519 131,517 131,517 131,519 131,526 
North Derbyshire 156,455 156,469 156,466 156,466 156,469 156,480 
North Essex 357,081 357,104 357,115 357,115 357,104 357,140 
North Nottinghamshire 160,498 160,509 160,504 160,504 160,509 160,516 
North Staffordshire 206,078 206,081 206,074 206,074 206,081 206,076 
North West Anglia 165,740 165,746 165,748 165,748 165,746 165,754 
North West Lancashire 219,714 219,706 219,702 219,702 219,706 219,694 
North Yorkshire 294,094 294,112 294,118 294,118 294,112 294,138 
Northamptonshire 229,191 229,200 229,204 229,204 229,200 229,214 
Northumberland 130,324 130,330 130,328 130,328 130,330 130,334 
Nottingham 269,344 269,339 269,336 269,336 269,339 269,331 
Oxfordshire 225,499 225,515 225,525 e2a:525 225,515 225,543 
Portsmouth and South East 226,457 226,465 226,467 226,467 226,465 226,476 
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A B Cc D E F 


Targets based Targets based Targets based = Targets based = Targets hused — Targets based 
on populations on populations on populations on populations on populations on populations 
weighted for weighted for weighted for weighted for weighted for weighted for 
Age, Need Age, MFF Need, Age Need, MFF MFF, Age MFF, Need 


and MFF and Need and MFF und Age and Need und Age 
£0008 £0008 £0008 £0008 £0008 £0008 
Redbridge and Waltham Forest 215,173 215,157 215,158 215,158 215,157 215,141 
Rotherham 110,494 110,498 110,492 110,492 110,498 110,496 
Salford and Trafford 199,435 199,424 199,418 199,418 199,424 199,406 
Sandwell 131,693 131,685 131,681 131,681 131,685 131,673 
Sefton 131,495 131,497 131,494 131,494 131,497 131,496 
Sheffield 238,996 238,986 238,979 238,979 238,986 238,969 
Shropshire 165,536 165,547 165,548 165,548 165,547 165,559 
Solihull 75,838 75,842 75,844 75,844 75,842 75,848 
Somerset 194,697 194,712 194,717 194,717 194,712 194,734 
South and West Devon 255,690 255,700 255,701 255,701 255,700 255,712 
South Cheshire 262,216 262,234 262,235 262,235 262,234 262,253 
South Derbyshire 222,535 222,540 PRMD SS) 222,539 222,540 222,544 
South Essex 296,653 296,669 296,672 296,672 296,669 296,688 
South Humber 131,277 131,284 131,282 131,282 131,284 131,290 
South Lancashire 124,708 124,715 124,714 124,714 124,715 124,722 
South Staffordshire 216,909 216,928 216,928 216,928 216,928 216,949 
Southampton and South West 223,772 223,782 223,787 223,787 223,782 223,798 
Hampshire 

St Helens and Knowsley 147,392 147,395 147,386 147,386 147,395 147,388 
Stockport 117,596 117,598 117,598 117,598 117,598 117,601 
Suffolk 258,185 258,205 258,212 258,212 258,205 258,234 
Sunderland 135,060 135,058 135,049 135,049 135,058 135,047 
Tees 243,990 243,985 243,973 243,973 243,985 243,969 
Wakefield 136,124 136,128 136,122 136,122 136,128 136,125 
Walsall 111,893 111,889 111,887 111,887 111,889 111,883 
Warwickshire 193,238 193,247 193,249 193,249 193,247 193,258 
West Hertfordshire 206,150 206,156 206,165 206,165 206,156 206,172 
West Kent 387,637 387,661 387,669 387,669 387,661 387,695 
West Pennine 208,351 208,337 208,331 208,331 208,337 208,316 
West Surrey 245,558 245,574 245,589 245,589 245,574 245,607 
West Sussex 325,744 325,759 325,771 325,771 325,759 325,786 
Wigan and Bolton 256,844 256,833 256,823 256,823 256,833 256,811 
Wiltshire 223,451 223,468 223,474 223,474 223,468 223,491 
Wirral 149,251 149,252 149,247 149,247 149,252 149,248 
Wolverhampton 108,274 108,265 108,263 108,263 108,265 108,254 
Worcestershire 203,440 203,455 203,460 203,460 203,455 203,476 
ENGLAND 20,886,002 20,886,002 20,886,002 20,886,002 20,886,002 20,886,002 
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